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ADMINISTERED PRICES 


FRIDAY, JANUARY 23, 1959 


U.S. Senate, 
SUBCOMMITTEE ON ANTITRUST AND MonopPoLy 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 
The subcommittee met, pursuant to notice, at 10:05 a.m., in the 
caucus room, Senate Office Building, Senator Estes Kefauver presid- 


ing. 

Prices: Senators Kefauver (chairman), Hennings, O’Mahoney, 
Hart, Wiley, and Dirksen. 

Also present : Senator Hartke and Senator McGee. 

Paul Rand Dixon, counsel and staff director; Donald P. McHugh, 
counsel; Peter N. Chumbris, counsel for minority; Carlile Bolton- 
Smith, special counsel for minority; Theodore T. Peck, special coun- 
sel for minority; Horace L. Flurry, assistant counsel; Peter T. Pos- 
mantur, attorney; Dr. John M. Blair, chief economist; E. Wayles 
Browne, Jr., economist; Walter S. Measday, economist; Gladys E. 
Montier, clerk; and Tom Collins, staff of the Judiciary Committee. 

Senator Kerauver. The subcommittee will come to order. 

Let the record show that distinguished members of the subcommit- 
tee, Senator Wiley and Senator Hennings, are present. I am advised 
that all of the members of the subcommittee will be here shortly. 
We appreciate starting the work of the subcommittee this year with 
such good attendance. 

‘I have a brief statement which I wish to read. Then I will call 
upon other members of the subcommittee for comments. Then we 
will hear our distinguished witnesses. 

Nearly 2 years ago, in March 1957, I announced that the Subcom- 
mittee on Antitrust and Monopoly would investigate and hold public 
hearings on the problem of administered prices in the American 
economy. In various statements since that time I have expressed the 
7 gps that the high cost of living is our No. 1 domestic problem, 
that a considerable: part of the current inflation has been due to the 
upward manipulation of prices by big companies in administered price 
industries, and that labor, in seeking higher wages, should concern it- 
self with the effect of such increases on inflation and thus on the gen- 
eral public. 

My statement of December 30 that sets this out in more detail will 
be printed in the appendix to the record. 

98)" statement referred to may be found in the appendix on p. 

The President has recently called attention to the importance of 
preventing further inflation, stating in his Economic Report submitted 
on January 20, 1959, that “Our objective must be to establish a firm 
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foundation for extending economic growth with stable prices into the 
months and years cheek” Significantly, he added that “This will 
not come about automatically.” 

I think it is important that we include in the record of this hearing 
the letter of the President dated January 20, 1959, transmitting his 
Economic Report. It is short, and many parts of it bear directly 
upon the work that we are doing here. 

(The letter referred to may be found in the appendix on p. 4830.) 

Of course, all of us have different ideas about the different matters 
referred to in the President’s letter of transmittal. Each of us will 
probably — with some parts and disagree with other parts of his 
recommendations, but I think they are a good place from which to 
start. 

Also, without objection, will be included in the appendix the sum- 
mary of recommendations in the Economic Report of the President. 

ay summary referred to may be found in the appendix on p. 
4833. 

Senator Hennines. Mr. Chairman, if I may interrupt for a mo- 
ment, the distinguished junior Senator from Michigan, Senator Hart, 
has just entered the hearing room. I think we would like to welcome 
him and have him sit‘at the table with us. 

Senator Keravuver. Senator Hart, we certainly are very glad to have 
you here. We would like to have you come up and take a place at the 
committee table. Senator Hart is a member of the Judiciary Commit- 
tee. We welcome you here and we are very happy to have you sit 
and participate with us during all of these hearings. 

Senator Harr. Thank you. 

Senator Keravver. It will be seen that the President recommends 
a number of matters on which this committee has held hearings and 
in which it has been interested—for instance, requiring notification to 
antitrust agencies of proposed mergers by businesses of significant size; 
empowering the Attorney General to issue civil investigative demands 
in antitrust cases when civil procedures are contemplated; making 
Federal Trade Commission cease-and-desist orders final when issued 
for violations of the Clayton Act unless appealed from; authorizing 
the Federal Trade Commission to seek preliminary injunctions in 
merger cases where violations of law are likely. 

All of these we have had before us. Several have been reported out 
of this subcommittee in the past. We are going to give prompt atten- 
tion to these recommendations. We have had hearings on most of 
them, and we will have hearings on the others. That will be part of 
the early program of this subcommittee. 

The subcommittee’s public hearings began in July 1957. At that 
time we heard the views of some of the country’s foremost economists 
who have specialized on the subject of administered prices. Al- 
though representing a wide nr, of viewpoints, they were in com- 
plete agreement on two points: First, that the price increases of the 
past few years have not resulted from the familiar form of demand 
inflation, in which purchasing power outruns the capacity of the 
economy to produce goods and services; ‘and second, that, accord- 
ingly, the traditional monetary and fiscal controls which may be ef- 
fective against demand inflation offer little hope against the current 
type of inflation. 
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The subcommittee then turned its attention to the price and pro- 
duction policies of specific industries, holding extensive hearings and 
issuing reports on the administered ie inflation in the steel and 
automobile industries. In addition the problem was explored in the 
oil industry in hearings presided over by Senator O’Mahoney. Dur- 
ing the current year it 1s our hope to continue this line of inquiry 
into bread, drug, and other industries, particularly those that im- 
mediately affect the cost of living, while, at the same time, continuing 
our surveillance of developments’ in the steel and automobile in- 
dustries. 

The subcommittee returned to the question of steel prices last 
summer. After considerable backing and filling the steel companies 
announced in August 1958 an increase in steel base prices, averaging 
$4.50 a ton. This followed the second year of the Steelworkers con- 
tract, which, our best estimates indicated, would have meant a price 
rise of no more than $2.50 a ton. Since, as in the past, all of the steel 
producers came up with identical increases, and since the industry at 
the time was operating at about 60 percent of capacity, we wondered 
whether this identity of behavior by companies whose costs, it had 
been admitted, were different, reflected a conspiracy or monpolistic 
domination of the industry illegal under the antitrust laws. 

Although emphasizing that he had no proof that the identical 
increases were arrived at by agreement, Judge Hansen, head of the 
Antitrust Division, did acknowledge that “the last two price increases 
in steel were made in a climate of slackening demand, a factor which 
has caused me to wonder, as this committee wonders, why the uni- 
formity of pricing remains as landlocked today as it was almost 40 
years ago.” The point of view that identical price increases do not 
represent violations of the antitrust laws, even under the circum- 
stances of different costs and slack demand, was expressed much more 
strongly by Judge Gwynne, Chairman of the Federal Trade Com- 
mission. 

By now it should be apparent to all that our current inflation is not 
of the classical type in which — rise because there are not enough 
goods to go around to meet the demand. The 1957 increase in steel 
prices came on the heels of 6 months of falling output. The August 
1958 increase came after 6 months in which the industry’s operating 
rate averaged little more than half capacity. Automobile prices were 
increased sharply last fall, at a time when buyers were willing to take 
only about half of the cars which the industry actually produced in 
1955. This anomalous pattern in which prices rise while production 
and employment are falling can be found in many concentrated in- 
dustries in which the leading firms have the power to restrict produc- 
tion and maintain prices. 

In recent years the largest increases in the wholesale price indexes 


‘reported by the Bureau of Labor Statistics have occurred in steel and 


steel products. By November of 1958, the wholesale prices of fin- 
ished steel products were 29 percent above their average level in 1955, 
while the semifinished steel products index had risen by 25 percent. 
The wholesale price indexes for the principal product groups made of 
steel—construction machinery, metalworking machinery and elec- 
trical machinery—have each gone up by about 20 percent in this 3- 
year period. Passenger car retail prices have risen by more than 20 
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rcent since 1955. In view of the level of farm incomes at present, 

doubt if anyone would seriously argue that excess demand by farm- 
ers can explain a 15 percent increase in the wholesale prices of agricul- 
tural machinery and equipment over the past 3 years. 

There are some who will argue that we need not worry about a “lit- 
tle bit” of inflation, that a steady rise in the price level of 3 or 4 per- 
cent a year is not dangerous to our economy. I myself cannot accept 
this argument. For one thing, price inflation is a definite threat to 
the international position of the United States. As our price level 
rises, we face the real danger of pricing ourselves out of world mar- 
kets. There are already signs of. a serious decline in our exports to 
foreign countries. According to the latest Federal Reserve Bulletin, 
our merchandise exports for the first 10 months of 1958 were 17 per- 
cent below the level for the comparable period of 1957. 

We have, and it would be well to print in the record, an address on 
this subject by Ernest R. Breech, chairman of the board of the Ford 
Motor Co. It is most pertinent and interesting. Without objection 
we will include it in the appendix to the record. 

(The address referred to may be found in the appendix on p. 4834.) 

Within our own country, inflation works a great injustice on large 
numbers of people. Millions of our older citizens live on fixed incomes 
from pensions, social security and their savings. Price inflation 
steadily whittles down the a of these incomes. Additional mil- 


lions of white-collar workers in business, education and government 
find that their salaries lag behind the increase in the cost of living. 
They are faced with a declining standard of living in an economy 


which should be capable of providing a steadily increasing stand- 
ard for everyone. Labor, too, will suffer since it will certainly not 
improve its situation in the long run if it insists on wage increases 
which, necessitate higher prices that destroy the value of the working- 
man’s earnings. : 

Further, price inflation is a cumulative process. If prices rise at 
3 percent a year, the price level is doubled within 24 years; a 4 percent 
annual increase doubles the price level in only 18 years. In an en- 
vironment such as ours, in which great stress is placed on life insur- 
ance, savings for our children’s educations and security for the aged, 
these rates of increase are too rapid for people to adjust to them. 

The Chair is very glad to see Senator Hartke of Indiana, come in. 
Senator Hartke, your interest in this problem is well known, and 
you are invited to sit with us and patricipate. We appreciate your 
presence. 

The hearings on administered price inflation have been resumed 
with a twofold purpose in mind. In the first place, we hope to obtain 
a more detailed appraisal of the nature of the current inflation, in- 
cluding, if possible, some discussion of the specific industries in which 
this inflation has been centered. In the second place, it is our expecta- 
tion that the witnesses will outline the alternative public policies which 
are available to meet this important problem. 

Each of the witnesses in this set of hearings is uniquely qualified 
to enlighten the subcommittee, the Congress, and the country on the 

nature of the problem that we face and the different alternative ways 
of coming to grips with it. These economists, who are among the 
Nation’s outstanding authorities on the subject of the concentration 
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of economic power, will, I believe, be in agreement on two points: 
First, that a problem of the most serious consequences exists, and 
second, that there is no easy solution. Of course, through their many 
years of research and study devoted to the subject they may have 
arrived at somewhat different conclusions as to the best ways and 
means of dealing with the problem. This diversity of views, however, 
should prove to be one of the most beneficial aspects of these hearings. 
As a result of the testimony, the Members of Congress and the ad- 
ministration, and the people generally, should be better able to devise 
their own specific remedies, if indeed they think any are appropriate. 

Inflation is a problem of such overriding importance that it is a 
concern, and properly so, of a number of congressional committees. 
Our work has consisted of getting the facts on the extent of, and rea- 
sons for, price increases in specific concentrated industries. Back of 
this work has been our concern with the question of whether the anti- 
trust laws are adequate to the problem, or whether they need to be 
strengthened or supplemented. We are going to continue to press 
forward in this line of inquiry, getting the facts on price rises in 
additional industries, wherever their behavior would appear to war- 
rant examination. These factual investigations will, I trust, develop 
a general background of knowledge on the basis of which this sub- 
committee will be better able to examine such legislative proposals to 
deal with the problem of inflation as come within its purview. 

Now, before calling Dr. Nourse, let me ask other members of the 
subcommittee if they have some observations to make. 

Senator Wiley, do you wish to make any comments? 

Senator Wiey. Thank you, Mr. Chairman. I am interested, as 
T am sure the American people are, in getting the answer to the infla- 
tion menace. But, I have been wondering why it is necessary to resume 
these hearings after all the facts and opinions we got last year in 
relation to administered prices. 

If there were increased competition, necessarily the tendency would 
be for competitors to underprice one another. 

Labor, which is, as you all know, exempted from antimonopoly 
laws, certainly has a tremendous responsibility in aiding us to find 
this answer, the cure to inflation. 

I have letters, and I am sure every Senator has, calling attention 
to the fact that people who have built up insurance, thinking it is 
sufficient for their old age, are now paid in a 40-cent dollar, and are 
afraid they are going to be paid in a 10-cent dollar. 

Just today there came to my attention a bill in which one of the 
Senators wants me to join, looking after a segment of our society 
where it is a question of insufficient food. 

Now, the Federal Reserve Board’s monetary and fiscal controls 
were developed over many years and they should not be cast aside, 
unless there is proof that they will never be needed again, and I did 
not see any such proof last year. 

We do not want to give up the controls we have unless there have 
been better controls devised. But just what those controls are to 
be is a pretty serious matter, because we Americans have been used 
to running the race on our own, not thinking often enough of the 
fellows who have saved and the fellows who have built up their 
Insurance, and particularly, the patriotic Americans who have bought 
bonds of this Government. 
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I want the answer, and I hope this committee is going to find it. 

Our senior citizens are more and more concerned, and those of us 
who have good salaries and good wages comparatively speaking, 
have to think in terms of what our responsibility is. 

I am going to ask questions to which I would like to have the 
answer. What is the cure of this inflation? Are our antitrust 
laws adequate? Is enforcement adequate, or are the antitrust laws out 
of date? If so, can they be improved? 

And what I would like to see done here by some of you experts is 
this—let’s take commodity X. Or since the chairman just referred 
to steel, let’s take steel. There isn’t over a ton of steel in an auto- 
mobile. Let’s start out with the raw material that goes into the 
automobile, and then let’s take the finished product, and then let’s 
get the labor costs, and then let’s add to that the portion of the plant’s 
taxes and depreciation, and other charges that should be added. Then 
when you have that, you have a certain amount of total cost which 
the seller must get back. 

I had an interest once in distributing a little automobile. As I 
remember, we got from 25 to 30 percent above the wholesale price. 
Then on top of that was the freight. 

What we want to get at is how important are these cost elements 
that I have spoken about. 

If a plant manufactures a million cars, at the end of the year it 
shows $100 million net profit, that is $100 a car. So, for all its 
investment and everything else, it gets $100 a car. 

But just as in the case of my milk, I get 5.5 cents a quart for the 
same milk I pay 21 cents for. The difference is mainly the cost of 
distribution. I make this point because we are talking about ad- 
ministered prices. 

What is the difference in the cost of an automobile resulting from 
$4.50 a ton of steel? I think we have to think these things through, 
because some folks who are big are engaged in manufacturing and 
producing in plants which in time of*emergency we must have. 

So there is the original cost of the steel in an automobile. There 
are the people who have put money into the steel industry, which 
pays big wages; you would break down the ton of steel to see how 
much is in wages and how much is in other expenses. 

I have specific questions for Dr. Nourse. I presume I should wait 
until he has testified, but I have made my point clear, which is, that I 
do not want to go rambling around the woods and high grass. I want 
to get down to what the real facts are. Weare living in a competitive 
system, and a fellow often charges what he thinks he can get out of 
it. But the time can come when that particular activity results in 
taking, because of inflation, the savings of millions. I think there 
are 120 million policyholders; I think there are in the neighborhood 
oe million who own Government bonds, and who put in 100-cent 
dollars. 

Is there anything we can do to stop the stealing from those people? 
That is the real issue. 

So, Mr. Chairman, I am going to listen with interest to these dis- 
tinguished bigwigs in economics and see if they have got the answer. 

Senator Kerauver. Thank you very much, Senator Wiley, I am 
sure we all agree that what we are looking for is an answer. 
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The Chair sees with pleasure that Senator Dirksen, a distinguished 
member of the subcommittee, is here. Despite the fact that he is 
minority leader, we hope he will spend a lot of time with us. 

Senator Dirksen. Mr. Chairman, I may be in and out from time 
to time, but I shall want to attend the hearings as often as possible 
and stay as long as I can. 

I would like to ask you a question: We started out on this inflation 
jaunt last year, and we got terribly sidetracked. In fact, the whole 
subject of inflation got lost in the fall. We became intrigued with 
the design of automobiles, the length of the fins, and goodness knows 
what all, and at long last we got lost. When we got to the steel hear- 
ing, we went into the question of new steel processes in the Soviet 

nion. 

I have just sent for a copy of my individual views. I think I used 
some rather sharp language in the introductory remarks and said 
inflation was the great challenge, but somehow or other after a time we 
just did not come to grips with it, and I was afraid we were out on a 
political jaunt. 

I would like to ask what is going to be the scope of these hearings? 
How far are we going to go? iv we going to get lost in the mishmash 
again, or what? 

Senator Kerauver. Senator Dirksen, I appreciate your question. 
Of course, we read with interest the very well-prepared views that 
you presented on steel and automobiles. I personally do not think 
we were sidetracked. I think one of the main issues was whether 
there was real price competition in automobiles, or whether there was 
competition only as to such things as fancification. We were very 
interested in the fact of idle plant capacity at the same time that 

rices were going up. We addressed ourselves to the causes of price 
increases in the industry. 

We are going to continue to keep on the track. A big part of this 
inflation problem has to do with matters within the jurisdiction of 
of this subcommittee. We want to get everybody’s views and try to 
come up with some answer. We certainly do not have the answer now. 

Inflation has continued. I think that the work of this subcommittee 
has been something of a brake on the inflation: I think it has also 
helped to alert the Members of Congress, the public generally, and 
the administration to the necessity of doing what we can to under- 
stand and to find and apply the remedies to this peculiar type of 
inflation. That we will try to do to the best of our ability within the 
jurisdiction of this subcommittee. 

Senator Dirksen. I was going to say, Mr. Chairman, because 1 
always try to keep the record straight, I devoted nearly 2,000 words 
to the question of inflation in the report on administered prices of 
automobiles. In fact, I made it a separate title in the individual views, 
and called it inflation. I call attention to the statement that you made 
on the 9th of July 1957, and the rest of my comment is devoted to the 
fact that we just got lost and got off the track. 

Now, I quite agree that inflation is one of the great challenges before 
the country, so I have two other questions. 

The first one is whether you can advise me now who, among the 
economists, are going to testify? I see a limited number, and I am 

wondering whether we shall be privileged to call others whose view- 
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point we respect, and whose views we think ought to be made a part 
of the record. 

Senator Krravuver. We wanted to get economists because of their 
eminence in the study of concentration of economic power. As to 
remedies, they are exponents of different points of view. We will, 
of course, have other economists, and we will be glad to have any 
recommendation as to any that should be called. Each of the econ- 
omists who has been scheduled to testify is a disinterested scholar 
who is not connected with business or with labor or with any special 
interest that I know of. 

Today we were going to have Dr. Edwin Nourse and Dr. Ben 
Lewis; they are here now. Tomorrow we are to have Dr. Gardiner 
C. Means who, of course, has testified before this subcommittee pre- 
viously; and Dr. Walter S. Adams of Michigan State University. 
On Monday it was our plan to have Dr. Corwin Edwards, who is now 
at the University of Chicago. 

We will have others, and we will be glad to have recommendations. 

We are glad that Senator Hennings is with us today; I know of his 
great interest in this problem. Senator Hennings has a statement. 
We will be glad to have you discuss or read it, Senator Hennings. 

Senator Hennines. Thank you very much, Mr. Chairman. 

Senator Dirksen. Mr. Chairman, if my distinguished friend from 
Missouri will yield—I was called to the telephone—I have one other 
question. 

Senator Kreravuver. Very well. 

Senator Dirxsen. Of course, your answer was not quite responsive 
to my question of whether we shall be able to call some economists, too. 

Senator Kuravver. Certainly. I thought I said any member of the 
subcommittee who wanted to could recommend calling other econo- 
mists. Within the time limit we have, we will try to hear any econo- 
mist who has been suggested or any economists who are willing to 
come. ji 

Senator Dirksen. Of course, I would not want to invite anybody 
unless it was with an assurance that he would be heard. I would not 
want the time limit torun out on our economists. 

Senator Krravver. I think, Senator Dirksen, that you should know 
from our experience together that anyone you suggest will be heard. 
I know of no case where someone recommended by you has not been 
invited by the subcommittee to be heard. 

Senator Dirxsen. Then, Mr. Chairman, I shall feel free to submit 
a number of names to you, and have them invited to appear before 
the committee. 

Senator Keravuver. Indeed, they will be invited. I would want to 
talk with the Senator about our time schedule. We have some other 
matters we want to reach, but I am certain that within a reasonable 
time we can hear any economist whose name you submit. 

Senator Dirgsen. Yes. 

Senator Keravuver. Any other members of the subcommittee who 
have any recommendations, they too will, of course, be invited. 

Senator Dirksen. I have one other question, Mr. Chairman. 

Frankly, I must express my delight that you are tackling this in- 
flation problem and, ae so, because I hope we can get into 
some aspects of the Federal budget, knowing Dr. Nourse’s interest 
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in that matter and in the whole subject of deficit financing, in which 
I regard him as something of an expert over a long period of years. 
I think that is one of the most fruitful things we can pursue, and 
so in the light of the programs which are intimated in the spending 
field, I do want to get testimony in the record from all these dis- 
tinguished scholars and students with respect to the 1960 budget, 
and if I may put it on the affirmative side, the necessity for holding 
the line as probably one of the first great weapons that the Federal 
Government can employ in meeting the inflation challenge. 

Of course, you are not testifying yet, Dr. Nourse, so that is sort 
of putting you on notice. That is a field of deep concern to the 
administration and to everybody, in fact. So we want to hear some 
comment at length, because I rather believe your views will be sig- 
nificant, for one thing, and based on a lifetime of study and ex- 
perience, for another. 

I am confident they will be once more influential and much more 
to the point than the views of one who has not been able to devote 
himself as a student to the field. 

So, Mr. Chairman, I am sure we will be able to get into the Federal 
budget as an inflation factor. 

Senator Kerauver. I am sure that Dr. Nourse and others will deal 
with the Federal budget, and the problem of deficit financing. 

I do think we should keep in mind that other committees are expect- 
ing to go into the details of that particular problem, but that does not 
mean that it is not relevant here. However, we are the Antitrust and 
Monopoly Subcommittee, and we do not want to get so far into a 
related field that we will meet the criticism of some other committee. 
But I am certain the witnesses would be responsive to any questions 
in connection with the Federal budget and with deficit financing. 
I think Dr. Nourse had in mind discussing that, among other things, 
thismorning. Is that true, Dr. Nourse? 

Dr. Nourse. I had not, sir, as a matter of fact. 

Senator Krravuver. Then you are on notice that you may be ques- 
tioned about it. 

Dr. Nourse. I have been alerted. 

Senator Keravuver. Anything else, Senator Dirksen ? 

Senator Witey. Senator Hennings. 

Senator Kreravuver. Senator Hennings? 

Senator Henninos. Mr. Chairman, I shall be very brief, in view 
of the fact that we have spent three-quarters of an hour and not gone 
off the ground, and heard neither of our distinguished witnesses this 
morning, 

We al understand that being against inflation is like being against 
a man-eating shark. 

We know the Soviet economy is based upon the system which pays 
a worker what the Soviet apparently has decided to pay him. He 
works where they tell him to work and, as a result, we are head on 
in competition with an economy that is not in any sense a free econ- 
omy and which has enormous capital assets, and is building them 
up because they do exactly as they please with the products and 
with the worker, and the terms of such competition which, under 
the system, as I understand it, does not exist. These hearings may 
well transcend in importance, if something substantial evolves from 
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them, questions of armaments, questions relating to our missile and 
rocket programs, questions relating to airpower and all of these other 
things which are more dramatic, perhaps, but not as important, be- 
cause we are put on notice by the leaders of the Presidium that they 
intend to destroy us economically. 

So, with that brief statement, let me again commend the chair- 
man and other members of this subcommittee and the staff for all the 
work that has been done. I, unfortunately, am-chairman of three 
other subcommittees of this Judiciary Committee, which is the parent 
committee of this subcommittee, and a member: of seven of those 
subcommittees. I should like to say to the chairman that, as is usual, 
most of the work devolves upon the chairman and the staff of our 
several subcommittees, and the Judiciary Committee, as you know, 
handles over 50 percent of the legislation that comes to the floor of 
the Senate. I shall be in attendance with this committee as often 
as I can, and when I cannot be here, I will follow the work with the 
greatest interest. 

Thave a brief statement, Mr. Chairman. 

In the letter of transmittal of his recent Economic Report, the 
President said that if we do not exercise “self-discipline and re- 
straint” with respect to wages and prices, “the alternatives are either 
inflation, which would damage our economy and work hardships 
on millions of Americans, or controls, which are alien to our tradi- 
tional way of life and which would be an obstacle to the Nation’s 
economic growth and improvement.” The President also said: “The 
individual consumer can play an important’ part by shopping care- 
fully for price and quality.” 

How can the President call upon individual consumers, and I raise 
the question in quoting, to “play an important part by shopping care- 
fully for price and quality”? What chance has the consumer when 
so many important items on his shopping list fall within the category 
of administered prices which are Poth noncompetitive and infla- 
tionary ? 

For some time now, I have been concerned by the implications 
raised in the hearings and reports of this subcommittee on adminis- 
tered prices in some of our great industries. Although there may be 
varying definitions of the term “administered prices” by economists, 
it has appeared to me that the problem indicated by the hearings is 
high prices or inflation brought about at least partly through an 
arbitrary power to raise prices outside the pale of our traditional con- 
cept of price competition. This, if true, it seems to me is inconsistent 
eee basic principles of our free enterprise system, ‘as we know 
it today. 

The Congress showed its determination to preserve in this country 
free and open competition in all lines of trade by the passage of the 
Sherman Act in 1890. That act became the foundation statement of 
the antitrust policy of the United States. From that beginning, the 
Congress has gone on from time to time in enacting additional legis- 
lation supplementing antitrust laws and implementing our adopted 
national policy. The necessity for such action was made evident by 
a changing and expanding economy giving rise to situations that were 
detrimental to a climate of free ar fair competition. 
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Mr. Chairman, the scope of our antitrust laws, as you and other 
members of this subcommittee well know, has been found too limited 
in some instances. I mention, for example, that unfair methods of 
competition and unfair trade practices and acts were brought within 
the Federal Trade Commission Act, although they may not have been 
violative of the Sherman Act itself . We have prohibited mergers 
and acquisitions in certain instances even though they did not con- 
stitute monopolizing in violation of the Sherman Act. 

Now the hearings by this subcommittee on administered prices in 
at least two of our most concentrated industries—steel production and 
automobiles—have indicated a lack of price competition of the kind 
anticipated in the antitrust policy ond existing antitrust laws. 

I might say right here I have written the chairman a letter which 
he has been kind enough to acknowledge with relation to the financing 
of motorcars. 

We know that, as the Senator from Wisconsin suggested this morn- 
ing, there are certain increases in the price of the motorcar as deliv- 
ered to the consumer which are not labor costs and not properly 
chargeable to fixed costs or manufacturing costs. 

I think the field of automobile financing is one which we should go 
into very carefully because we know that nowadays many motorcar 
dealers are disappointed if a man comes in and wants to pay cash for 
acar. There is so much profit in the financing of that car on a time- 
payment basis. 

he existing antitrust laws, Mr. Chairman, if they are being ef- 
fectively enforced, do not appear to have been sufficient to bring about 
rice competition in the steel and automobile industries. Instead we 

d rising prices when production is down and, for practical pur- 
poses, identity of prices. It has also been shown that such identity 
of prices has been characteristic of those industries for many years 
rather than the exception. It seems also fairly obvious that the prices 
of the most powerful concern in each industry become the prices of 
its smaller competitors even though cost factors as between competi- 
tors are different. 

Such pricing is not, in my opinion, price competition anticipated 
by our antitrust policy. The endurance of our free enterprise system 
is jeopardized and the public is denied the benefits of a freely competi- 
tive economy. 

Mr. Chairman, I think we will all be interested in having the 
thoughts of our distinguished witnesses who are here to testify today. 
Their opinions on the relationship of such practices as I have briefly 
mentioned to present high prices and inflation will be enlightening to 
us, [am sure. It certainly will be beneficial to me if they will express 
themselves on the needs for antitrust legislation and the nature of such 
legislation as may be required. ? 

As a lawyer, there comes to my mind the suggestion of price fixing 
which seems today an unlikely explanation, a voluntary “follow the 
leader” or “price parallelism” pricing system, or the presence of a 
monopoly power in each industry. The first is only a problem of en- 
forcement, of course, as you know. Discussion by the witnesses of the 
effects of the second and third on our economy and need for legislation 
would certainly be of the greatest assistance to me as a member of 
the subcommittee. 
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I, of course, realize that inflation is affected by fiscal and tax policies 
of the Government, but I have undertaken to confine my statement 
to the antitrust field. We need, in my opinion, all the information we 
can get, that is possible to get, from experts in the antitrust field to 
determine whether the problem of inflation can be solved, at least 
in part, through the application of antitrust principles. 

I thank you very much. 

Senator Kerauver. Thank you very much, Senator Hennings, for 
your thoughtful statement and observations. 

Senator Wixey. Mr. Chairman. 

Senator Kerauver. Senator Wiley ? 

Senator Wixey. I want to agree with the need for seeing to it that 
power—lI do not care where it is, in business or anywhere else—where 
it is exercised to the detriment of the common welfare, that that 
power be restrained. 

The point I want to make, and I want to make it so clearly that there 
will be no misunderstanding, is that processing and distribution costs 
account for most of the spread between producers and consumers. 

I cited, for instance, what I am getting for my milk, 514 cents a 
quart, and that, on the same day I pay 21 cents for it. 

On investigating, I found that there was nothing wrong. 

I found, for instance, that the wages of the man who hauls the milk 
have gone up to where he is paid hundreds of dollars a month, 

I found that in the factory, the wages have gone up 200 or 300 per- 
cent. Before they were paid about $75 a month, now they get about 
$300 a month. 

Then I found that the wages of the fellow who distributes the milk 
have gone up. I had a man on my own farm to whom I paid $185 a 
month plus a house and everything else. He would not stay because 
he was offered $500 a month to collect the milk. I found that, while I 
was not getting what I think is the equitable share of what the con- 
sumer pays, and I am a consumer of milk, that it was.the distribution 
cost which raised the consumer’s price. There were the various 
elements in the matter of getting the milk brought to me to drink. 

What I wanted to find out was some way in which the producer 
would get his equitable share of what the consumer pays. 

Now, let me say I was talking to a chainstore fellow the other day. 
T found that the chainstore people were selling their commodities for 
considerably less than the independent grocer across the street. 
So I asked him how he could doit? “Well,” he said, “It is very plain. 
Just look at our help. We have very little help. If we had help 
we would have to pay up to $300 a month for him to handle you as 
a customer.” That was his explanation. 

Now, when I was a kid I once worked in a grocery store, and I 
got $12 a month. 

Now, the man who sells the goods gets $75 a week. Consequently, 
if he waits on me for a half hour, there are a couple of ‘dollars that 
have got to be charged to labor. 

I am not criticizing that situation. What I am criticizing is the 
attitude of jumping on mere bigness when it is so important in this 
challenging age, when the country must be strong enough to defend 
against the Kremlin. 

I want the facts; that is all I want. 

Having practiced law for 30 years, I always realized before I 
applied the law I had better get the facts. Now, I want the facts 
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here to know what is producing inflation, and I do not want. the 
hearings to go off halfcocked on the idea that probably two or three 
concerns have gotten together and agreed that the price will be so 
much, when, if you analyze that price, they are only getting a reason- 
able return. That is my position in this matter. 

Senator Kerauver. Thank you very much, Senator Wiley. 

In addition to Senator Hart and Senator Hartke, I am very happy 
to note the presence here of Senator Gale McGee, of Wyoming. We 
welcome his as a colleague. A little later on we will be very glad 
to have you, Senator McGee, make any observation or statement on 

“this subject that you wish. 

I think we will get started now with Dr. Nourse. 

Senator Henninoas. Mr. Chairman, I hope that will include the 
privilege to be accorded the Senators who are not members of the 
subcommittee of asking questions. 

Senator Kerauver. Yes, indeed, they may make any statements 
or observations they wish. 

Senator Hart is a member of the committee, and assignments have 
not yet been made for the subcommittee. We hope you might be 
interested in becoming a member of the subcommittee, Senator Hart. 

Our first witness today is Dr. Edwin G. Nourse, one of our Nation’s 
most able, highly respected, and distinguished economists. Dr. 
Nourse was the first Chairman of the President’s Council of Economic 
Advisers, and in that capacity rendered the Nation a great service. 
a is a pioneer in the study of price policy, both in agriculture and 
industry. 

Dr. iets has done much authoritative economic writing. I will 
put in the record a list of his major books and articles. 

(The list referred to may be found in the appendix on p. 4839.) 

Senator Keravuver. I particularly want to call attention to his book 
“Pricemaking in a Democracy,” published by the Brookings Institu- 
tion, which is a classic in this field. 

Dr. Nourse, we are glad to welcome you back to testify before this 
subcommittee. We appreciate your former appearances. 

I understand you will testify extemporaneously, as you do not have 
a prepared statement. 


STATEMENT OF DR. EDWIN G. NOURSE, FORMER CHAIRMAN, 
PRESIDENT’S COUNSEL OF ECONOMIC ADVISERS 


Dr. Nourse. Mr. Chairman, and Senators, it is a great pleasure for 
me to be back here in this inquiry which, I think, is of absolutely vital 
and essential importance in the problems that our economy is wrestling 
with at the present time. 

My mind went back to the initial hearings, and I note a comment 
that I made at that time, which I want to repeat now. I said then: 

I believe the timing of your committee’s investigation is admirable and that 
enough of a record has been made in these 11 postwar yeurs so that trends and 
causations can be fruitfully studied and you are on the job when, or a little 
before, the time that significant conclusions can be drawn. 

Now, as I look at the developments in the economy since that time, 
and in the work which your committee has done, I am very much im- 
pressed with the correctness of that statement. 

35621—59—pt. 9 —2 
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Senator Wiley wants the facts. We all want the facts, and I think 
your committee in those, what is it—five thick green-covered volumes 
of hearings on the steel industry and the automobile industry and in 
the two reports which the committee has made on them, has made a 
profound, a permanently valuable, contribution to the understanding 
of this question, and the laying of an intelligent basis of action with 
reference to it and because, as the Senators indicated, they do not 
want this just to be a palaver. 

The question, as I understand it, which you are facing as you récon- 
vene hearings of this committee is: Just where does it appear from 
our studies that we now stand in the economy ? 

Senator Keravuver. That is right, and what we can do about it. 

Dr. Nourss. Yes, sir. I was just about to add that, and what spe- 
cifically can be done. 

Now, I am quite pleased, as the several Senators spoke, to find that 
in anticipation I had been directly responsive to that interest of the 
committee in suggestions for action. 

I think I might say that what I have here is a semiprepared state- 
ment. It was only a week ago—well, 6 days ago—that I heard that 
any such hearing was going to be held. 

Professir Lewis here had been preparing a formal paper along just 
the lines of this hearing, but I had none. So I have brought together 
in the form of notes some ideas I have been considering since the 
earlier hearing. I think the public now has a better understanding 
of the concept of administered prices as descriptive of a situation, not 
as condemnatory in any way, but as describing the actual situation we 
have today. 

In the book which you so kindly referred to, I described our situa- 
tion as between automatic and authoritarian pricemaking. We had 
grown up beyond the point where the automatic process of small-scale 
competition could establish prices ,and use them as a directive and a 
corrective mechanism in keeping our economy on the track. Then 
some people swung to the other extreme, and wanted to have a great 
deal of Government intervention, going into the totalitarian govern- 
ments, to the communistic system, and to have authoritarian price- 
making. 

We, in our devotion to the free enterprise system, stand in a middle 
ground, and the problem, as I define it, would be that we are try- 
ing to acne itis that sound directive and corrective function of 
prices which are no longer automatic, which, because of our technology 
and our progress in economic business organization, must be conducted 
by large units with an executive elite at the head. The word “policy” 
is the key word in this situation. In fact, there are two words which, 
I think, are the key to our understanding of this development, “policy” 
and “power.” 

First, then, how much power is granted under our institutions as 
set up and, as the Senator said, under surveillance by the committees 
of Congress? How much power do we allow to these large units! 
How can the Congress properly circumscribe their power or, if you 
please, define their powers, so that the power cannot be abused but 
must be used, so far as institutions can provide this, must be used in 
the public interest ? 
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Now, I think it is extremely important that when, in 1946, we passed 

the Employment Act and declared a policy, an active policy, of the 
Government, in maintaining employment opportunities or, as we now 
define the thing, of promoting conditions of economic growth and 
stability, that they put one shee in that declaration of policy, a 
qualifying or determining phrase, “under a system of free competitive 
enterprise.” 

I think that Senator Wiley was absolutely sound (as a professor of 
economics, if you please) when he said that if prices are administered 
under and in a competitive setting or are competitively administered, 
then we should not fave inflation. We shall be continuing our system 
of free core gn on a self-sustaining and stabilizing basis with the 
growth which goes with it. Now that, Senator, is exactly the center 
of my own philosophy with reference to the problem. 

So, where do we stand now? That was one of the questions Senator 
Kefauver raised. 

I think we stand in a situation in which the laws of the land and 
the administrative practices do permit the exercise of powers which 
are distinctly inimical to the accomplishment of those purposes of 
growth with price-level stability. I think there is broad understand- 
ing today that this danger does confront us. 

When we defined “administered prices” last year there was a great 
outcry from the business world. The editor of a New York business 

aper, who had some training as an economist and should have known 

etter, wrote an editorial on the first hearings of this committee under 
the heading “Administered Bunk.” He said there is no such thing 
as ev prices. Prices have to be supply-and-demand prices, 
and so on. 

I think there has come in the year and a half since that time a broad 

popular understanding that the essence of what we are talking about 
in terms of administered prices is predominantly characteristic of our 
economy. This is reflected in the current use of the expression “cost- 
push inflation.” That means that there is an area of administrative 
power of discretion within broad factors set in the market. Within 
that area the policy, the programs, the actions of those who are the 
executive heads of these large groups of management and of labor 
are arrived at. This has a determinative effect on actual wages and 
prices and we now have the wage-price spiral as understood, as 
recognized as a vital factor in our inflationary situation. 
. This simply means that those who administer, those who are the 
executive heads of labor organizations, have a power which, through 
exercise of their administrative discretion, they can use to push prices 
up faster than productivity ; that those who are at the executive heads 
of big management organizations, likewise, have a zone of discretion 
within widen they can adopt a policy of absorbing some of the ad- 
vanced labor costs, because technology has improved or, perhaps, of not 
absorbing those costs, but of passing them on in the form of higher 
prices, even loaded with an additional markup. All this is the very 
essence of the inflationary process, 

It is what I have described in another context as “institutionalized” 


inflation, and that is, I think, the question which your committee must 
be dealing with. 
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I have, Mr. Chairman, excerpted from my book “Pricemaking in a 
Democracy” a not very lengthy and yet somewhat more detailed state- 
ment of the meaning of administered prices, and of the responsi- 
bilities, both for these administrative officers and for the government, 
that grow out of it. 

Senator Witry. What is the date of that? 

Dr. Noursg. 1944. 

Senator Wirtry. Have your changed your views any since then ? 

Dr. Noursr. No, sir. I would not submit them to the committee if 
I did not have a belief in the correctness of the analysis. If I may, 
I would like to hand those to the reporter to be included in my 
testimony. . 

Senator Krrauver. Dr. Nourse, the excerpts from your book which 
you have with you will be made a part of the record, as you suggest. 

Dr. Nourse. Thank you, sir. 

(The excerpts referred to may be found in the appendix on p. 4840.) 

Senator Kerauver. I assume you will discuss them orally, in the 
light of our present situation. 

Dr. Nourss. I have touched on the high points of what I have just 
said as to the nature of administered pricing and administered wage 
making, and the way they define this problem of inflation as cost-push 
inflation. Everybody is talking about this at the present time, so 
they are admitting the fact of administered prices. 

Now, in your statement, Mr. Chairman, at the time of our previous 
hearings, you said: 

These hearings will, I hope, have a practical result by shedding light on the 
adequacy of existing law and the possible need for new laws. It is my hope 
that the solution of the problem of inflation, if indeed there is need for one, will 
be found alive within the framework and purpose of our free competitive system. 

I think we all are devoted to that definition of the intention of this 
investigation. 

Now, the committee went on to sttidy the steel industry at consider- 
able length, and at the end of the Committee’s Report on that study, 
the subcommittee says this: 

The subcommittee is seeking to ascertain whether present laws are sufficient 
to cope with the problem, or whether new laws are required. To answer this 
question, a great deal more must be learned about the nature and behavior of 
administered prices— 
and as I said, I think the two studies which you have conducted have 
made a very important and ee oe valuable contribution. I 
hope that arrangements will be made under which your committee 
can continue this important gathering of facts. 

Senator Krerauver. We thenk you for that expression of good will, 
and we will do the best we can to continue the committee. 

Dr. Nourse. Now, to get to our immediate problem. 

Your committee continued : 

If it is determined that new laws are required, it is the subcommitee’s belief 
and hope that they will be of such nature as not to repeal or set aside the anti- 
trust laws, but to make the antitrust statutes a more effective instrument in deal- 
ing with present-day realities. The time might very well have arrived when 
the 1890 Sherman Act should be strengthened to meet the demand of a dynamic 
1958 economy. 

More than one of the Senators, I think Senator Hennings, touched 
upon that possibility, and I will state my position frankly at the begin- 
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ning. I believe that situation is here, and the need of a reexamination 
and some modification of our antitrust laws is important, indeed vital. 

Senator Keravuver. Right now? 

Dr. Noursr. Right now. And that is why I think your having 
begun this investigation almost 2 years ago was extremely timely, 
that you have this material out, these facts assembled, for guidance 
of this committee and other committees. 

Now, as to my attitude on what should be done, admitting that 
we have a problem and we should take affirmative action on it. In 
the initial hearings (July 1957) I stated my position in these words. 
It is still my position: 


As prudent men we should not take hasty steps to alter an institutional sys- 
tem so deeply grounded in our traditions and, on the historic record, so suc- 
cessful in meeting immediate postwar needs and opportunities.. At the same 
time, we should not be tardy in taking well-considered steps toward correcting 
such deeply grounded or recently developed shortcomings as time has revealed 
in our modern system of free but highly organized— 


that means administered— 
industrialism. 


Under this latter heading I was prepared at that time—I don’t 
want to make this an “I told you so” story, but I still am very deeply 
persuaded as to the position I took at that time—I was prepared to 
make one specific recommendation which I regarded as a key to the 
whole problem, the way of facing it and dealing with it. I said: 

I believe it to be highly important at the present juncture to have a re- 
affirmation by the Congress of the fundamental principle that no individual 
or organized interest in the economy shall be exempt from the power and 
responsibility of the Government to defend and support free competitive enter- 
prise among all economic groups; that Taft-Hartley, Capper-Volstead, and 
all similar regulatory statutes shall be interpreted and administered within 
the ambit of the antitrust principle. 

And that means the procompetition principle, which I think is a 
better way of describing it. 

Senator Witzy. When you used that pereees did you mean any 
oo or any group, or does it apply img to—— 

r. Noursr. That was a general statement, but Senator, I am com- 


— that and I am going to call names in just a minute. 
n October 16, 1958, the Federal District Court for the District: of 
Columbia handed down a decision that a farmers’ organization—that 


farmers organized in cooperative associations—I quote from the 
opinion— 


are entirely exempt from the provisions of the antitrust laws both as to the 
existence of the association and as to all of its activities. Under the law as 
it now stands, an agricultural cooperative may monopolize articles of food and 
unreasonably restrain commerce in such commodities, and the public receives 
no protection from the antitrust laws except in a very limited way. 


That is the end of the quote, and that reference was to the action 
of the oe under the Capper-Volstead Act, section 2. 
The court added, in commenting on this situation: 


Monopolies and restraints of trade are abhorrent to the genius of Anglo- 
Saxon jurisprudence and its institutions; this subject is obviously within the 
jurisdiction of the Congress alone. By bringing this suit the Government may 
have created a benefit to the public in that it has definitely pointed out a prob- 
lem for the Congress to solve. 
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Now, labor unions have sought to establish their immunity from 
the system of free competitive enterprise through loose interpreta- 
tion of section 3 of the Clayton Act, and through explicit or implicit 
exemptions in later Federal statutes. 

Dean Roscoe Pound, after careful review of ‘legal immunities of 
labor unions, concludes : 


Immunities relieving particular persons or special classes or groups from the 
duties and liabilities appointed by law for their fellow men have been regarded 
from of old as odious. Immunities of labor unions developed through legisla- 
tion within a generation rest upon (1) substantial elimination as against labor 
organizations of what in practical effect is the assured method of enforcing law 
applicable to everyone else; (2) refusal of labor organizations to be treated as 
legally responsible organizations by becoming incorporated and so legally tangi- 
ble entities; (3) committing all matters affecting labor organizations to an 
administrative agency instead of confining its jurisdiction to matters involved 
in the employee-employer relations. 


In a later passage, Dean Pound continues: 


It is not a legislative purpose of labor law to free unions to do whatever their 
leaders conceive to be to the general advantage of organized labor tn the way of 
restraining trade and commerce, and destroying competition. A general policy 
against concentration of unchecked power has always been regarded as the 
foundation of our policy. 

Senator Wizzy. Do you classify administered prices in the same 
class as administered wages ? 

Dr, Nourse. Yes, sir. I made that point in my testimony in 1957, 
and I still think that we have to recognize that, and I said that admin- 
istered wages are simply administered prices of a particular item. 

Senator Witey. And what is a commonsense definition of the word 
“administered,” so that the average man will understand it? 

Dr. Nourse. The shortest definition I can give is: Such concentra- 
tion of economic power that, within the broad determining conditions 
of supply and demand, there is a level of discretion. Market forces 
do not specifically pinpoint the prite area, but the policy of the execu- 
tives who are administrators of labor unions or of industrial and 
commercial corporations can decide where, within that range, they 
will place it. And they have power to implement that decision be- 
cause of their control of the resources which are being priced, whether 
it is labor or commodities or services. 

Turning from the breaching of our traditional competitive enter- 
prise principles in the areas of agriculture and labor, this committee 
could well consider also such weakening of honest-to-goodness — 
tition in industrial and commercial areas as are brought about by 
price-maintenance laws, alias “fair trade,” by Government subsidies, 
and Government price supports. 

I do not believe that a careful study of the evidence gives justifica- 
tion for the adoption of a policy of trustbusting or unionbusting. In 
view of our sechosabaslent and organizational advance, either one of 
these courses would be disastrous in its practical consequences and a 
betrayal of our fundamental faith in free enterprise. If we want to 

reserve free enterprise under conditions of large-scale units, our 

ederal laws must make the conditions for competition among these 
units. 

My philosophy of economic life runs to the effect that it is not the 
responsibility of government, nor within its capacity, to enforce or 
supervise perfectly competitive conduct over the entire economy and 
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at every stage of our intensely dynamic technological and organiza- 
tional evolution. But it is both within the responsibility and the 
capacity of the Government to detect and deal effectively with such 
concentrations of economic power and such abuses or exploitations of 
that power as materially interfere with that vigorous but orderly com- 
petition that is truly the life of trade. And inflation is a manifesta- 
tion of such interference. 

Now, bringing this general principle down to concrete cases, it is 
my belief that there are today two outstanding situations where con- 
centrations of economic power are so great and have their impact at 
such strategic points in our national economy as to demand Pa 
but arches considered action by the Congress, growing out of the 
studies, the factfinding, of such committees as yours. 

On the management side, this cause of action is found in the auto- 
mobile industry, and particularly in the dominant company. 

In the labor field the issue is posed by several unions, sometimes be- 
cause of sheer size, sometimes Taesan of their power or practice of 
proliferation and integration, and sometimes because of the vital 
strategic position of only a quite small group. 

I think anyone who read the newspapers in December will be able 
to fill in names specifically here. 

Size, proliferation, and strategic position are all combined in the 
Teamsters Union, plus social irresponsibility. Hence, this seems to 
me to be the point at which a suitable policy and appropriate use of 
public control should be devised by the Congress without delay, if the 
administration of our labor resources is to be constrained to serve the 
public interest, and I may say, if the process of cost-push inflation is 
to be brought under control. 

Finally, I do not believe that it would be possible for the Congress 
so to amend the antitrust acts as to spell out standards of size or of 
price or other organizational practice that would give a clear and un- 
ambiguous pattern of enforcible competition among the large-scale 
units needed for operating efficiency. 

The Employment Act of 1946 declared a national policy of pro- 
moting national growth and stability under free competitive enter- 
prise. I think one of the best things in that act was that it had the 
word “competitive” put in there; “free competitive enterprise,” not 
free monopolistic enterprise. 

That statute did not aspire to lay down the ways and means by 
which such a purpose is to be effected. That must be done in a great 
number of supplementary statutes covering particular phases of the 
problem. The antitrust laws long antedated the Employment Act, 
and now, as suggested in this committee’s steel report, need to be 
amended to:implement the policy of free competitive enterprise for 
growth and stability—in the light of the need for price stability— 
that is anti-inflation—and in the light of developments since 1890 and 
since 1914. tee 

Besides making it clear that the procompetition principle is to 
pbply equally over all segments of the economy, such amendments, I 
believe, could lay down some Meaningful and practical principles as 
to absolute or relative size, scope of activities, and practices that would 
be favored or others that would be frowned upon. Such principles, 
however, would have to be in the nature of general guidance to the 
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parties and to the courts, rather than rigid definitions and formal 
requirements. 

In order to bring such a modernized system of competitive large- 
scale free enterprise to satisfactory achievement, a great task would 
devolve upon the Department of Justice and various regulatory agen- 
cies, and upon the courts. In the final analysis, it is the courts that 
must try to fit general principles to particular cases as they arise in 
the scrambling life of the business world. Both the legal and the 
economic staffs of these agencies must be of the highest professional 
competence. They must adequately supported by congressional 
appropriations. 

That, sir, is my statement. 

Senator Kerauver. We thank you very much, Dr. Nourse. I know 
that members of the subcommittee and other Senators here want to 
ask you some questions. 

I want to explain to the members of the subcommittee and others 
that Dr. Lewis must leave on a plane shortly after 1 o’clock. By 
agreement with Dr. Nourse, Dr. Lewis is going to testify now. Then, 
this afternoon at 2:30 o’clock, Dr. Nourse will return and we will 
have a number of questions to ask him. I am sorry about the neces- 
sity for interrupting the continuity right now, but we must do it under 
the circumstances. 

Dr. Ben William Lewis is a distinguished professor at Oberlin 
College. He is a longtime student and highly regarded in this field 
of price and production control. It is one of his specialties. 

Dr. Lewis has written a number of books and papers. A list of 


some of his major writings which are pertinent here will be placed in 
the record. I call attention particularly to his articles on the effec- 
tiveness of Federal antitrust laws, and the problems of economic 
concentration, and others. 
(The list referred to may be found in the appendix on p. 4841.) 
Senator Krrauver. Dr. Lewis, we appreciate your being here and 
we will be glad to hear from you. 


STATEMENT OF BEN W. LEWIS, OBERLIN COLLEGE 


Dr. Lewis. Thank you, Senator Kefauver. I am very happy to be 
here. I want to thank you and the committee, and Dr. Nourse for 
listening to me at this time so that I can meet another engagement. 

I want to be very clear at the outset as to the nature of my presenta- 
tion. I do not want in any way to misrepresent the kind of testimony 
which I feel I am competent to give. I am not a statistical economist, 
and I do not have answers to your problems, and I do not pretend to, 
and I do not have a set of specific recommendations. I do have some 
suggestions as to the framework within which I believe the answers 
are going to be found. 

I prepared a paper recently for presentation at the annual meeting 
of the American Economic Association in which I discussed the frame- 
work in which I believe the answers which you people are seeking are 
going to be found. I noted at the outset of that paper the extent to 
which in recent years we have resorted to admonitions to economic 
action in lieu of the supposedly automatic processes of the market, 
and I commented on our reaction to these admonitions. 
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; Senator Keravuver. We are delighted to have Senator O’Mahoney 
large | with us. 
~e Senator O’Mahoney, do you know Dr. Ben Lewis? 
‘ Senator O’Manoney. Oh, yes. 
otha ; Dr. Lewis. At the outset of my paper I commented on the extent 
‘sein 4 which in recent years we have resorted to admonitions to economic 
id the | %¢tion in lieu of the supposedly automatic processes of the market, 
seid and I commented on our reaction to these admonitions and to their 
atinal possibilities as economizing forces, and also to what they really 
portend as to the state and the future of competition. 
Leaders of business and leaders of labor in recent years have been 
: Seats increasingly admonished to behave like statesmen, to consult their con- 
ib sciences, to seek the general good, to restrain their drive for gain, to 
: hold their power over prices and wages in check. And admonitions 
wtlien are delivered in the name of “our way of life,” unless business and 
k. By labor leaders do yield to these admonitions, that our way of life will 
Then be gone. 
oe Senator HENNINGs. Mr. Chairman, right at_that point—what do 
Aoi you mean by “our way of life”? It is a cliche I have heard so often, 
seal and we know our so-called way of life changes decade by decade, 
century by century, sometimes even day by day. To me that phrase, 
reels if I may be pardoned for saying so, is without meaning. 
is field Dr. Lewis. I will try to give it some meaning. 
Senator Henninas. Thank you, sir. 
list of Senator O’Manionry. Before you proceed to do that, if I may inter- 
aiid rupt, Mr. Chairman 
nei - Senator Krrauver. Senator O’Mahoney. 
aaa Senator O’Manonry. { want to express my appreciation for the 


fact, that Senator Hennings raised that question. The turbulence of 
1841.) the world at the present moment indicates to me that every nation 


ane taal in the world is now undergoing a tremendous change of its normal way 
of life. One of the greatest tasks before the American Congress, be- 
fore the leaders of American business, the leaders of American labor 
. unions, the leaders of our agricultural life, is to find the pattern 
P by which we can so reorganize things as to maintain both economic 
py to be freedom and political liberty. They are both being seriously threat- 
urse for | ened. And any contribution you can make, Mr. Witness, to illumi- 
ment. nate this central problem will be most beneficial, in my judgment. 
resenta- Senator Keravver. I think that is a very fine observation, Senator 
stimony | ©’Mahoney. ; ' mn 
onomist, ‘Senator Henninas. Perhaps we did not give the witness sufficient 
etend to, | time. 
uve some Senator Kerauver. Yes, that is right. 
answers Dr. Lewis. I will do my best, Senator. 
Senator Kerauver. All right, Dr. Lewis. Thank you. 
“meeting Dr. Lewis. It seems evident that our way of life is right now under- 
1e frame- | going substantial change, a change reflected in the very fact of the 


sking are J “dmonitions themselves. Our way of life, meaning our economic way 
extent to } of life, traditionally is geared to gain; not to goodness. If we were 
economic operating on schedule, admonitions marinated in goodness would be 
» market, | 28 pointless as, in any event, they are bound to be ineffective. 

he way of life which our more persistent admonishers are ad- 
monishing us to preserve is our economic way of life—our way of 
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economizing, our economic system. May I suggest that creeping 
admonitionism is wholly foreign to our economic way of life, and that 
economizing by conscience is a symptom of, and not a cure for organic 
disabilities which are beginning to be plainly discernible in our eco- 
nomic body. y 

An economic system—our economic system—is set of man-made and 
man-accepted arrangements designed to “economize” our natural and 
human resources; to bring about the constant and continuing use of 
these resources as men, in society, want them to be used. Since, even 
on this most affluent of all planets, not all of the desires of everyone 
can possibly be satisfied, conflicts of economic interest are bound to 
arise and must be resolved. 

We are forced by the basic conditions of our life together to econ- 
omize our resources and, thus, to establish and everlastingly to reestab- 
lish arrangements suited to the performance of the economizing task 
as we want it performed. 

Economizing by its very nature involves the disposition of conflict- 
ing claims, all of which may be reasonable and good. Economic deci- 
sions carry denials with every approval, refusals with every grant. 
This, of course, is why we care, why we economize. This is why society 
as a whole—all of society—is concerned with economizing decisions. 
This is why economizing is society’s business. 

There is another reason why the business of economizing is society’s 
business. Any economic system—market, Marxist, or mixed—involves 
control by society over the behavior of individuals. Its weapons and 
sanctions may be direct or indirect, sharp or blunt, but their function 
is clear: to make individuals behave as society wants them to behave 
and as they would be quite unlikely to behave in the absence of society’s 
economic controls. It is the function of controls to control, to be 
unpleasant and even to hurt; and so to affect the actions of individuals. 
This is true both of the directives and legal penalties of authoritarian 
systems and the price-cost directives and coercion by competition that 
characterize free enterprise. Whatever the arrangements and forces, 
they represent the application of socially sanctioned power to behavior 
of individuals: they can properly express no will or purpose other 
than the will and purpose of society. 

Economizing, then, is society’s affair. The problem is society’s 
problem, and society must set the standards and provide the answers 
either by naming the standards and spelling out the answers directly 
through its political machinery, or indirectly by establishing or 
acquiescing in a set of processes to produce answers which are accepta- 
ble because the processes from which they derive are accepted. It 
is neither the privilege nor the responsibility of any individual, how- 
ever conscientious or statesmanlike, voluntarily to render economizing 
decisions in the name of society. 

The economic system in operation in any country at any time repre- 
sents the way in which the people of that country, at that time and 
as they are then persuaded, want the economizing function in their 
society to be performed. In our own case, we place heavy reliance 
upon the forces of free, individual initiative and choice, economic 
(profit) motivation, and unrestrained rivalry or competition, between 
independent, profit-seeking sellers and between independent, profit- 
seeking or satisfaction-seeking buyers. The rationale of the process 
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is simply that although everyone is seeking maximum gain free from 
conscious control by the group, each is, nevertheless, forced by the 
competition of others similarly motivated to offer to the market the 
best of which he is capable (as the market measures “best”), but 
alone to make the greatest gain, but in order economically to survive. 
Under this philosophy, we abhor any substantial lessening of compe- 
tition as opening the door to the violation of society’s pattern of re- 
source use and enjoyment, and as derogating from society in favor 
of individuals the performance of the economizing function which 
society alone is competent to perform. 

Competitive profit seeking in the free market is the core of our 
economizing process, but welie never been satisfied and happy with 
the core alone. All economic systems are made from day to ae: they 
undergo constant modification and revision to accomplish the economic 
purposes which men, in their own time and their own environment, 
deem to be good. The machinery for establishing and changing the 
formal structure of the economy is political, and it is invoked when- 
ever enough people are moved to call it into operation on specific issues. 
Whenever enough of us become dissatisfied with the structure or proc- 
esses of the economy as it exists, or displeased with the results which 
it produces, we exercise our collective political will—we economize 
consciously by government. Sometimes we seek through government 
to make the market itself operate more effectively as an economizing 
instrument ; sometimes we move positively into the market with our 
sleeves rolled up and force the economic verdicts which, collectively, 
we want, but which the market by itself is not prepared to deliver. 
Through government we supplement the market; we also supplant 
the market. Our total, ern economy, thus, is a complex and con- 
stantly changing mixture of profit seeking, competitively controlled 
individualism and conscious, governmentally organized and operated 
collectivism, built up piece by piece, to serve the desires of our politi- 
cally free people as they express their desires in political economic 
decisions. 

Senator O’Manoney. Mr. Chairman, may I interrupt, or are we 
proceeding under a rule to allow the witness to proceed without inter- 
ruption so that he may make the plane? 

Senator Krrauver. Let me ask the witness. 
finish your statement, Dr. Lewis? 

Dr. Lewis. Really, I am quite content to leave that to you. 

Senator Kerauver. Just so we have time to get Dr. Lewis through 
here by 12:30. That will enable him to get his plane. Suppose we 
allow you to be interrupted at this point ? 

Dr. Lewis. Surely. 

' — O’Manoney. Mr. Chairman, I would like to interrupt 
riefly. 

On this fifth page of your paper, through which you are proceeding, 
you have several times referred to the function of individuals and the 
function of government. For example, at the top of the page you say: 

Under this philosophy, we abhor any substantial lessening of competition as 
opening the door to the violation of society’s pattern of resource use and 


enjoyment, and as derogating from society in favor of individuals the perform- 
ance of the economizing function which society alone is competent to perform. 







Would you rather 
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The reference to individualism appears again in the second 
paragraph, in the sentence: 

Our total, overall economy, thus, is a complex and constantly changing mix- 
ture of profit seeking, competitively controlled individualism and conscious, 


governmentally organized and operated collectivism, built up piece by piece, 
to serve the desires of our politically free people as they express their desires in 


political economic decisions. 

I sought to interrupt you because I would like to ask you, if you 
do not recognize that there is a very potent factor in this great problem 
of the organized activity of organized businesses which operate, not 
by the individual will of their | owners, but by the determination of 
the managers? I am speaking of the "giant corporation. To me it 
seems that a lot of the talk we hear from business efforts about the 
idea of free enterprise is based solely upon the thought that organized 
corporate business ought to be free from government regulation which 
is provided for in the Constitution of the United States. Do you 
agree with that point of view ? 

Dr. Lewis. To the extent that organized business, or organizations 
of any kind, operate in such a way as to make ineffective the market 
control by competition which society has ordained in their particular 
case, they are operating outside of the area of control. They are 
operating as independent entities. This is a point which I am 
coming to. 

Senator O’Manoney. Thank you, sir. 

Mr. Cuumpris. May I ask a question at this time, Mr. Chairman? 

Senator Krravuver. A very brief one. 

Mr. Cuumpris. Senator Langer is primarily interested in the pincer 
movement to the farmer, where he is getting less for the price of his 
goods, because it is a market price g good rather than an administrative 
price g good, that 90 percent of our ‘industries deal with. At the same 
time, he is paying more for his farm machinery, farm replacement 
parts, trucks, and anything else that deals with the actual operation 
of the farm itself. 

Now, in listening to what you have stated so far, I do not see how 
he is going to be protected within the structure you set forth. You 

say we are geared to gain rather than to goodness. Because to the 
farmer now, he does not see how he can possibly be geared to gain, 
because he is caught in this pincer movement. 

Dr. Lewis. If I may answer it by saying that I am coming, I think, 
to a section which, while it may not hold out as much comfort as 
everyone would like, so far as the farmers or any other particular 
sector of society is concerned, it does at least deal specifically with 
the kind of thing you have in mind. 

Senator Kerauver. Very well, Dr. Lewis, continue. 

Dr. Lewss. In the context and within the rationale of w ay of 
economic life, it is the social role of the individual to seek the maxi- 
mum personal gain which the system will permit him to take. Let us 
be quite clear on this: Profit seeking is not only acceptable to our way 
of life, it is indispensable. The logic of our economy will not per mit 
the drive of profit motivation to be blunted or its direction to be 
diffused by the social conscience of individuals. Never, except in 


confusion, do we call upon individually felt social responsibility asa 
central ec onomizing force. 
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Does it, then, indicate confusion to admonish business and labor 
leaders and the rest of us to ignore market warnings and considera- 
tions of self-interest, and to take off on courses which for each of us 
as individuals can lead only to economic disaster, in the hope that, 
if each moves toward disaster, all will be saved? Does it suggest 
confusion to admonish us as individuals voluntarily to forego eco- 
nomic satisfaction in order that all may be more fully satisfied? It 
certainly does. And it indicates confusion confounded, indeed it is 
the cream of the jest, to assume that anyone is listening. 

It is difficult to conceive that markets made up of completely altru- 
istic buyers and sellers, moved by admonitions to grasp solely at the 
fleeting forms of economic goodness as they may manifest themselves 
to each individual through a misty emanation of social repeat 
could possibly do an economizing job for society, even if such people 
could be trained or bred. Yet admonitions continue to ring out. 

Whatever the explanation, the persistent flow of admonitions 
strongly suggests a very disturbed state of mind on the part of those in 
high government and business places—their growing suspicion that 
things in the economy are getting out of hand and that something 
needs to be done about it that the free market, unassisted, cannot be 
expected to accomplish. The fact that weakened faith in the processes 
of the free market may be explicitly denied, if, indeed, it is even 
recognized, is itself an indication of the confusion. This confusion, 
however, is not without its encouraging aspects. 

It is quite possible that our admonishers are catching a glimpse of 
a phenomenon which many observers of the American economy have 
been commenting on for many years, but increasingly of late: The 
decisionmaking, economizing processes in the free enterprise sector 
of our economy do not consist alone of millions upon millions of 
individual choices meshed into social-economic decisions by the imper- 
sonal processes of the market. In significant proportions, society’s 
economizing decisions are made, out of hand, by relatively few people 
who sit above the market in key positions within huge conglomerates 
of economic power. 

I suggest that the admonishers are beginning to sense the fact and 
the significance of the possession by a few of great power over the 
economy, and are advising and pleading that this power be used re- 
sponsibly in the broad social interest. This admonition reflects and 
imparts confusion, but to the extent that it may serve to galvanize our 
limp attention to a condition which can use all of the active considera- 
tion we are able to spare, its net effect may be good. 

Bigness in the economy is upon us; big business and big labor stare 
us in the face. Suppose we shade our eyes and stare back—at this 
point—at big business. 

“Bigness” is not an exact concept, but, fortunately, the purposes of 
our present inquiry do not require us to define it with laboratory pre- 
cision, We can busy ourselves usefully with the clearly recognizable 
dimensions of bigness. Our attention will be sufficiently focused if we 
hold it to a consideration of business units which all of us clearly 
recognize as big enough to enjoy the power of investment, output, wage 
and selling policies that have identifiable, substantial effects upon 
the markets in which they deal, and hence upon all whose lives are 
conditioned by those markets. 





4714 ADMINISTERED PRICES 


The issue we face is whether the presence in our markets of giant 
concentrates leaves enough natural, self-generating, unchecked and 
uncheckable drive in market competition to enable it to discharge to 
our satisfaction the compelling, coercive, directive, regulatory, econ- 
omizing task which the logic of free enterprise requires it tocarry. As 
we look ahead in the building of our economy, may we reasonably, and 
are we likely, to continue our heavy reliance upon competition in the 
ordering of our economic affairs as we want them ordered? I hasten 
to notice that the issue does not relate to the “guilt” or “innocence” of 
bigness—its “goodness” or “badness” in the conventional moral sense; 
the issue is one of economic architecture. 

This issue will not allow us the luxury of a single indisputable con- 
clusion, scientifically established and secured by irrefutable evidence. 
For nearly “three score years and ten,” under the Sherman Act, we 
have picked, piled, poked, and pondered the evidence bearing on big- 
ness and competition in our economy, but only rarely have our pro- 
nouncements been inexorably dictated by these processes. When de- 
finitive declarations are called for, we wrap our arms tightly around 
our value judgments—and jump. AsI jump, I am peculiarly conscious 
of the swelling chorus of appeals to “responsible business statesman- 
ship,” and I am reminded again that businessmen are free to practice 
the prerogatives of business statemanship only to the extent that they 
are free from the compulsions of competition. It is my unabashed per- 
sonal value judgment that in a growing number of ey spots in our 


economy big units possess, and will continue to possess, a degree of 


power over the market incompatible with our confident acceptance of 
competition as our economizing force. 

Big firms differ in the degree of their insulation from competition. 
No firm is absolutely impregnable, of course, and occasionally one 
slips and loses its position on the Fortune scoreboard. Many forces 
are at work in this area, and it is far from clear that functional 
competition is the most common or the most powerful of the lot; 
certainly its dependability as an economizing force is not established 
by these shifts. Nor is the presence or strength of competition con- 
vincingly shown by the fact that giant firms may upon occasion adopt 
and follow a competitive routine—may make competitive motions, 
may choose deliberately to stop short of monopoly, or as a matter 
of management policy may institute competition among their com- 
pany branches or divisions. The test is whether the big firm is com- 
pelled to compete, whether it is driven by competition in its quest for 
maximum gain or survival. 

The claim advanced when prices are rigid that in this industry 
price competition has been supplanted by quality or service compe- 
tition islessthan convincing. ‘Typically, all dimensions of the bargain 
are important, and in an effectively competitive market no participant 
can be free from apprehension that price competition will explode 
and persist. An atmosphere of certainty as to the forms which com- 
petition will take suggests that competition itself is under wraps. 
Competition on leash to conventions that happen to be agreeable to 
the competitors is, simply, not competition. 

Nor is competition demonstrated to be present—indeed, quite the 
contrary is true—by instances in which giant firms hold prices in 
check in the face of rising markets. Such exhibitions may stroke 
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our consumer sensibilities, but they still exude the aroma of power 
even though it may be power soothingly applied. 

But, is bigness more threatening now than in the past? Scientific 
measures of the extent of industrial concentration are not conclusive, 
but it is certainly apparent that the quality, and hence the significance 
of the economic power now concentrated in giant firms is markedly 
different from that of yesterday, and that today’s bigness is far more 
impressive. A half century ago, bigness was a brash newcomer 
fighting its way doggedly into the economy, clawing, biting, slugging, 
stomping to gain power over the market. Its predatory practices 
were limited only by its unrestrained ambition and its fertile imagina- 


_ tion; and it was on these practices that the public fastened its critical 


attention. Our concern then, much as now, unfortunately, although 
then with more reason, was business morality. The rules were being 
made to relate less to the position and role of bigness in the economy 
than to the conduct by which bigness was being built. Lured by 
the vistas promised by scale, we were eager to embrace bigness whose 
practices did not offend our standards of business morality; and we 
were prepared by easy transference to open our arms to bigness which, 
although its past might have been questionable, had seen the white 
light of faith and had purged itself of youthful transgressions by 
confession and pledges. But, our arms were not yet opened wide, 
and our attitude was still one of fascination rather than acceptance. 
Bigness was on its way, but it still had its way to make. 
igness today has made its way. It has arrived, and, generously, 
it has accepted and is doing the very best it can with the rest of the 
economy. It is bigger; in absolute terms, bigness today is really big. 
Its roots are deep into, indeed, they have become a part of, the foun- 
dation rock of the economy, and they are reaching into areas thought 
at one time to be unfriendly to their outgrowth. The behavior of 
bigness today is spotless, at least no spots remain unremoved for 
long; and its appearance and demeanor are attractive and ingratiat- 
ing. Tutored ta its attorneys, bathed, barbered and cosmeticized 
by Madison Avenue, nourished and sanctified by war and cold war, 
and enthroned by public opinion which sees only goodness in big- 
ness that is well mannered and well behaved, bigness exhibits the 
supreme confidence and gracious assurance that bespeak stature, 
status, and a clear conscience. Bigness was once the bad boy in 
Sunday school; now it sits on the vestry. It may not yet have ac- 
quired a full-sized soul, but the contract has been let and. the press 
has been alerted. Bigness spreads its protective arms benevolently 
over thousands of small less favored firms, and dispenses justice 
among them as it is given to see justice. It keeps them alive—in the 
iggregate—and in the main tolerably happy—and in line. Bigness 
ls here and, what distinguishes its present from its earlier position, 
we all know that bigness is here to stay. I suggest that competition, 
today, is captive to bigness—that today’s competition is more con- 
trolled than controlling, its temper lessened, its tautness gone slack. 
What of the future, and where do we go from here? 
_ What are the possibilities of antitrust as an instrument for tailoring 
igness to a pattern which will renew and sustain our faith in the 
economizing processes of competition? I would be the very last to 
assert that competition over the years has not been made more per- 
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vasive and effective by the energies that have been devoted to anti- 
trust. Certainly I do not decry the current efforts by scholars, 
lawyers, and officials to sharpen and to add iron to our thinking and 
our operating policies. But, even when I follow the skillful analysis 
prepared by Corwin Edwards—Business and the Policy of Compe- 
tition—my footsteps falter as I near the jumping off place. He is 
concerned, as I am, with power. He skint that where we can 
identify power that impairs competition, we should strike it down, 
and he argues cogently for a case by case approach through the courts, 
the test in each case to be not the quality of business performance, 
but the existence of adequate competition. This leaves us—as it 
should—with market structure as virtually our only test, but we have 
found no way to test the test, or to appraise the cost, in other values 
forgone, of employing it. We have searched long and our search 
continues, but neither our logic nor our experience gives us grounds 
for great expectations. 

It is increasingly evident, as we inch tediously and at great expense 
from one elaborate, definitive antitrust case to the next, that the head- 
way we are making is pitiful. Sometimes antitrust holds the line, 
sometimes it even gains a yard; but most of the time it plays in the 
shadow of its own goal posts. Tach case is necessarily freighted with 
rarefied shadings and emphases which, while entirely relevant to the 
rights and claims under litigation, tend cumulatively to blur and 
dilute, rather than to firm our public policy toward bigness. 

Each decision raises a sprawling litter of new issues bawling for 
more decisions; it is‘a rare case that does not generate as much in 
confusion as it produces in clarity. In the meantime, bigness grows 
apace. 

Of late, even the concept of workable competition is beginning to 
pall. We embrace workable competition as our standard for anti- 
trust analysis and policy, but it grows increasingly evident that the 
operating features and properties of “workable” defy identification 
except in terms ‘that beg the question, and that the boundaries of 
“competition” are being broadened to include everything that business- 
men do in the market together with most of the forces from which 
their doings derive. I suspect that, put to the test of serving as 4 
guide to antitrust policy, “workable competition” rarely proves to be 
more definitive than the total indeterminate combination of practices, 
motivations and forces operating in the market, with which, nursing 
our confusions, we are currently willing to live. The fact is that the 
concept, workable competition, is not particularly workable. 

- Perhaps this is the best we can do, and—who knows—it may work. 
I really doubt, however, whether playing cops and robbers with big- 
ness will, in the long run, provide us with much more than stimulating 
intellectual exercise, profits for professional participants, emotional 
release, and a kind of rearguard protection as we move slowly toward 
the next waterhole. Antitrust will continue in its piecemeal way 
to prevent gross overreaching by industrial giants, but it cannot be 
geared to cope with the basic problems raised by bigness as a perma- 
nent feature of our economy. And bigness will be permanent. Be 
cause of antitrust, it will push its way more discreetly, but between 
cases it will keep on pushing. We will not cut it down by legislation 
setting arbitrary limits on size; and such tests and procedures as we 
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may devise to accomplish selective surgery will bring us closer to a 
state of economizing by government than by competition. 

So, we return again to admonitions to business statesmanship and 
social responsibility, this time elevated to a way of life. The thesis 
is that where competition alone is insufficient to maintain the conduct 
of giant concentrates at par, the deficiency will certainly be supplied 
(if, indeed, it is not already supplied) by a newly developed and 
still developing additive—the corporate conscience. We have already 
characterized this force as foreign to the logic of free enterprise, and 
have suggested that to invoke it formally is tacitly to concede that 
competition is on the wane. The movement to give formal de jure 
recognition to social responsibility has now attained enough volume 
and stature, however, to require us to consider it on its substantive 
merits. 

It is urged that, along with the growth of the big corporation as 
the repository of great economic power, will come the growth of the 
corporate conscience. The great modern corporation must be recog- 
nized as a political institution upon which, as upon other great 
political institutions in the past, the flow of events is forcing a degree 
of public responsibility commensurate with its massive power— 


the corporation, almost against its will, it is said by Adolf Berle, has been com- 
pelled to assume in appreciable part the role of conscience carrier of 20th 


century American society. 

A succinct comment would be: It isn’t going to happen; if it did 
happen it wouldn’t work; and if it did work it would still be intoler- 
able to free men. I am willing to dream, perhaps selfishly, of a so- 
ciety of selfless men. Certainly, if those who direct our corporate 
concentrates are to be free from regulation either by competition or 
government, I can only hope that they will be conscientious, re- 
sponsible and kindly men; and I am prepared to be grateful if this 
proves to be the case. But, I shall still be uneasy and a little 
ashamed, with others who are ashamed, to be living my economic life 
within the limits set by the gracious bounty of the precious few. If 
we are to have rulers, let them be men of good will; but above all, let 
us join in choosing our rulers—and in ruling them. 

Basically, however, the difficulty with the corporate conscience 
thesis is that, preoccupied with the problem of economic morality, it 
overlooks the problem of economizing. It is not enough that eco- 
nomic decisions made by corporate managements shall be good in 
the sense of being selfless rather than selfish, in the sense that man- 
agements derive happiness and serenity of conscience from smiles of 
gratitude bestowed upon them by persons other than their stockhold- 
ers. To economize is to choose between competing goods. Economic 
choices can rarely bring smiles without concomitant tears; and lonely 
consciences hold no formulas for the optimum distribution of smiles 
and tears in our economy. Once again, economizing is society’s job. 
Economic decisions must be right as society measures right, rather 
than good as benevolent individuals construe goodness. An econ- 
omy is a mechanism designed to pick up and discharge the wishes of 
society in the management of its resources; it is not an instrument 
for the rendering of gracious music by kindly disposed improvisers. 

The weakness of corporate conscience as the central force in the 
economy is that it has nothing to do with economizing. Its presence 

35621—59—pt. 9 —3 
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may assure us that the men who make the decisions will be well in- 
tentioned and good, but it tells neither them nor us anything about 
the shape of goodness; it tells no one what society wants done and, 
hence, what todo. When 170 million men live and make their living 
together, the fact that every one of them is equipped with a burning 
24-hour conscience does not make less necessary the active presence of 
an overall organizing and directing force to work out the level and 
trend and allocation of resource use and the division of product. To 
rely for this on the — uncoordinated consciences of the man- 
agements of economic blocs is to abandon order as well as human 
dignity. Only society is suited and fitted to deal and play these 
cards. If its standards are nebulous, at least they are its own, and 
they can be manifested and carried out with some sense of total pur- 
pose, in a total pattern which it is society’s task alone to design and 
weave, 

Consider the wage, investment, and price decisions to be made by 
corporate managements, and ask what contributions consciences can 
make to the solution of the problems they pose. These decisions af- 
fect all of society, not just the persons in the immediate family ; and 
not all of those even immediately affected can possibly be made 
happy by any decisions which can possibly be made. This is quite an 
assignment to impose on innocent, artless consciences. I am not at all 
sure that they can stand the strain. 

Ponder the plight of the management of a giant firm producing a 
basic commodity, employing thousands of workers at good wages, 
making splendid profits, and presently facing a crippling strike unless 
it accedes to a demand for a wage increase. The increase can easily 
be passed along in higher prices. Workers want higher wages and no 
interruption in employment; consumers want continued output at an 
increasing rate, so do stockholders. The public does not want fur- 
ther inflation, and large numbers ef small firms do not want further 
increases in wages. The White House, which wants high production, 
full employment, healthy wages, abundant profits, and low prices, 
now admonishes industrial statesmen to recognize their public re- 
sponsibility and to adopt measures “appropriate” to the maintenance 
of equity, full employment, stability, and progress. The manage- 
ment—as allocator, distributor, stabilizer, trustee, conservator, 

rophet, and chaplain, as well as manager—consults its conscience. 

he diagnosis of the attending psychiatrist will be “multiple schizo- 
phrenia”—the management’s personality will not be split, it will be 
shredded and powdered. 

So, again, where do we go? We are searching for a force or set of 
forces which will give us direction as well as protection—which will 
both guide and guard—which we can accept with self-respect because 
it is of us and belongs to us—and which will permit us to enjoy the 
abundance of bigness with confidence. This, of course, is the way 
economic systems are made: inquiring, searching, experimenting, 
modifying. None of us will ever know the outcome, because political 
economies never arrive; they are eternally en route. It is possible, 
however, to guess at the direction our journey will take, and at some 
of the scenery and stops along the i ; 

My own prediction—and I stress that I am predicting, not prescrib- 
ing—is that the years ahead will see a great increase in conscious, col- 
lective, governmental controls and of governmental enterprise; and 
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that bigness will be a major focal point of the development. The de- 
velopment will reflect a growing, intensified concern over the private 
ossession of economic power so vast that even its possessors are 
rightened by the implications of their holdings. 
ur giant firms are sitting like fat, delectable, ducks, virtually in- 
viting the Government to open fire with something more effective 
than antitrust. The invitation will be accepted. One cannot even 
guess at the occasions which will prompt the firing, or the pattern 
which the firing will take. It will not be laid down in a single, all- 
embracing, finely articulated barrage. Its force and timing will 
almost certainly be affected by the narcotic influence of “social re- 
sponsibility” and by fitful spurts of confidence in the efficacy of anti- 
trust produced by sporadic paper victories won by the Department 
of Justice. But, the conviction that great power over the economy 
must reside only in a government of the people will be acted on 
relentlessly, bluntly, and with force. Events will count more heavily 
than fine logic in determining the action; but events will surely occur, 
and public action to repossess the power to economize will surely 
follow. 

That concludes my statement, sir. 

Senator O’Manoney. Mr. Chairman ? 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manoney. Mr. Chairman, —_ want to take advan- 
tage of the opportunity presented to congratulate this witness, Dr. 
Ben W. Lewis, of Oberlin College, for what I believe to be one of the 
most searchingly effective documents presented in recent years before 
any committee of the Congress. I thank you for the presentation. 
But perhaps I should qualify it by saying that this praise of your 
a may come from the fact that it agrees with much of what 

have been saying for 10 years as a member of this and other com- 
mittees of the Senate. 

On the 12th of January I introduced a bill, a copy of which I have 
here. I will ask, Mr. Chairman, that this bill (S. 215) to supplement 
the antitrust laws of the United States by requiring that corporations 
in industries so heavily concentrated that monopoly or the threat of 
monopoly is present, file advance notice and make public justification 
Pee effectuating price increases. I offer this for inclusion in the 
record. 

oan, Keravuver. Without objection, it will be printed in the 
record, 

(The document referred to may be found in the appendix, p. 4841.) 

Senator O’Manoney. I ask that together with that bill there shall 
be printed a copy of the press release which I gave out on the 12th of 
January, expressing the purposes of this anti-inflation bill, as I call 
it, in the sense it was in response to the invitation of the President to 
Congress to find something to do to restrain inflation. 

Senator Keravuver. The statement will also be printed. 

co statement referred to may be found in the appendix, p. 4842.) 

enator O’Manonry. I want to ask, Mr. Chairman, if I may—I 
agree with Dr. Lewis in his feeling, I think this is his feeling—that 
antitrust laws in themselves are not likely to bring the hasty solution 
of this problem which we ought'to have. Antitrust laws are punitive in 
character. This bill of mine is not punitive. It was drawn in the 
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belief that by throwing the light of the public knowledge upon the 
reasons that the managers of big corporations have when they make a 
price increase, we shall have a better and more intelligent price mech- 
anism in industry itself. I think that if it is known that there will 
be a so-called 30-day waiting period during which the public may 
have an opportunity to see why price increases are made, we shall have 
an inclination among industrial management to be a little bit more 
careful before ordering any price increase. If the price increase is in 
fact based upon demand, why, that fact ought to be laid on the table, 
too. 

But I am very much impressed by the fact now—what seems to 
me to be the fact—that the attitude of the administration is to blame 
inflation upon organized labor and to absolve business management 
from any part in the increase of prices. Business management is not 
exempt. The facts which have been developed before this committee, 
time after time, have shown that in many instances price increases 
are made for the purely selfish purposes of the managers and without 
the knowledge of the owners of the great corporations which do 
control. 

I thank you, Mr. Chairman. 

Senator Keravuver. Dr. Lewis, do you wish to comment upon Sen- 
ator O’Mahoney’s statement, or upon the bill that he has filed ? 

Dr. Lewis. I am certainly in general agreement with the Senator’s 
statement asa whole. I have had some experience in operating under, 


or with, a measure not dissimilar to the one which he has suggested. 
During the days of the national defense efforts, just prior to our actual 


entry into World War II, I was a member of the staff of the Office of 
Price Administration, and during that period we worked, of course, 
with a great many industries in the area of price consultation, prior 
to any Increases in prices. We had no authority to stop the increase 
in price. We had no authority, as a matter of fact, to compel them 
to consult with us. But they did consult with us, and in my judg- 
ment the experience was a very fortunate one. And I think an exam- 
ination of that period and that process and the results would be ve 
helpful, be very illuminating, in connection with Senator O’Mahoney’s 
bill. 

Senator O’Manonery. Mr. Chairman, I might add, if I may be per- 
mitted to interrupt you, that a cooling-off period is recognized in the 
field of labor and management negotiations under the existing law, 
so that no one should be afraid of a waiting period in industrial pric- 
ing, “gets! when we have a degree of concentration such as that 
which was revealed by the “Census of Manufactures,” which has been 
throughly analyzed on behalf of this committee. There are many, 
many instances where commodities which are in daily use by 170 mil- 
lion people of the United States are the product of sometimes 4 or 8 or 
20 corporations in amazing percentages; many instances in which 4 
corporations alone have produced from 60 to 90 percent of commodi- 
ties in daily use in every household throughout the United States. 
This is the situation which has prompted me to suggest that we have 
a cooling-off period for the price makers in managed industries, as 
well as for labor in the same industries. 

Dr. Lzwis. I might say in further comment that to me one of the 
desirable features of such a bill is the public education which would 
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be bound to ensue—public education not alone with reference to the 
specific increase, but public education with reference to the nature of 
the pricing process. It would be extremely fortunate if more people 
knew something of the nature of the process by which prices echully 
are made. 

Senator Keravuver. Dr. Lewis, you refer to the experience imme- 
diately before World War II, before the time of our participation in 
the war, when you had no legal sanction, but the Office of the Presi- 
dent and the OPA and its predecessor agencies did use persuasion to 
hold down prices and wages. 

In that connection, on May 22, 1958, when the last steel increase 
was threatened, as chairman of this subcommittee I wrote the Presi- 
dent a lengthy letter pointing out the experience that we had had in 
holding down prices immediately before our participation in the war, 
even though there was no statute prohibiting price increases. I 
pointed out the effectiveness of what was done, and also the specific 
voluntary actions that might be taken: informal conferences; public 
requests of an industry to abstain from making a proposed price 
increase; production of analysis of an industry’s prices; efforts to 

ersuade labor that for the welfare of the economy they ought to 
nold the wage line to some extent. 

For the record, I will place this letter in the record, and also the 
President’s reply of June 3, 1958. 

ay” documents referred to may be found in the appendix on p. 
4844, 

Senator Kerauver. So I take it that by saying economics by 
admonition is not effective, you would exclude, to some extent at 
least, this specific action, which I think was effective largely because 
of the active use of the Office of the President and the fact that there 
was a possibility of getting into a war at that time? 

Dr. Lewis. I would like to distinguish between what I have re- 
ferred to and talked about here as economics by admonition and the 
kind of action which Senator O’Mahoney suggests and which you are 
referring to here. 

There is a great deal of difference, it seems to me, between simply 
saying to businessmen, “Be nice, be statesmen ; consult your conscience; 
do the right thing; have regard for the public welfare,” and either 
asking, if the asking can be made effective, or requiring them actuall y 
to sit down with an agency which in a very real sense represents the 
total public interest, and at least to consult with that agency to the end 
that necessary, useful, significant information with reference to the 
price increase can be brought out. 

Now, this might very well result in a given instance in the agency 
giving its complete approval to the price increase, or to giving an 
approval to the price increase as modified. The point is that to gen- 
eral admonitions must be added something in the way of guidance, 
something in the way of a directive, something in the way of stand- 
ards so that it is not Just a nebulous public welfare which the individ- 
ual is supposed to represent. 

Senator Keravver. In other words, you would exclude, to some 
oo, at least, your statement that competition by admonition, or 
et us Say—— 

Dr. Lewis. Economizing by admonition. 
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Senator Keravuver (continuing). Economics by admonition, you 
would exclude to some extent efforts by some agency, or the Office of 
the President, to translate a general policy into specifics for a given 
industry or union by getting the interested parties in to talk the 
matter over by getting useful data, and so on? 

Dr. Lewis. This seems to me to have some promise. At least it 
has a great deal more promise than simply general statements to busi- 
ness leaders and labor leader to be statesmen. 

Senator Kreravuver. It was something like that that I was recom- 
mending in my letter before the last steel increase, for the President 
to get the parties in, or at least some agency of the Government to call 
them in, for a discussion and analysis of the situation, to take some 
specific action, to look at the matter in detail and not just in the form 
of a general admonition. 

Dr. Lewis. I have a feeling, Senator Kefauver, that for this kind 
of thing to be effective, it has to be fairly standard in its approach; 
has to be fairly normal. That is, it has to amount to something more 
than simply calling in people and sitting down for a chat about the 
situation. I am not suggesting—— 

Senator Kerauver. You feel something of the kind you are talking 
about could be worked out of a law based upon Senator O’Mahoney’s 
idea here? 

Dr. Lewis. Yes. 

What I would have in mind, as of the moment, would be something 
that falls between just a friendly little chat over what is going on in 


the industry, on the one hand, and formal public utility regulation 
on the other hand. 

It seems to me it is not necessary at this time to go so far as formal 
public peng regulation. 


Senator O’Manoney. That is just about a characterization of my 
bill, Dr. Lewis. ° 

Senator Kreravuver. Senator Hennings, you have another question! 

Senator Hennrinas. I shall be very briof, because we do not want 
the doctor, having been so generous and kind as to come to us with 
his exceedingly challenging, thoughtful statements, to be detained. 
I must say that I listened to you with the greatest interest, Doctor. 

You have read the Galbraith book on “The Affluent Society,” sir! 

Dr. Lewis. I have. 

Senator Henninos. Do you agree with the point he makes? 

Dr. Lewis. Could I be excused — 

Senator Henninas. We will not require you to take the fifth amend- 
ment. 

Dr. Lewis. Let me say this: I agree with many of the conclusions. 

Senator Henninos. That is what I meant. 

Dr. Lewis. In considerable measure; yes. 

Senator Hennrnos. I meant that, the general propositions. 

I want to ask you just one question, and that is this: What is your 
opinion of the enforcement, or lack of enforcement, of the present 
antitrust laws, Dr. Lewis, over a period, let us say, of two decades— 
so as not to make it a partisan question—this administration and the 
preceding administration ? 

Could you sum that up? 
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Dr. Lewis. It would be difficult to sum it up. I certainly am—— 
Senator Hennrnos. Do you think by and large the enforcement is 
effective and has a widespread beneficial effect insofar as being carried 
on? 

Dr. Lewis. Yes, I would agree with this. I think it certainly has 
had a beneficial effect. I think probably it could have had a greater 
effect if we had had larger staffs working on antitrust, and if the staffs 
had been larger and more completely supported. 

Senator Hennines. I take it, the Department of Justice—— 

Dr. Lewis. The Department of Justice, yes. 

Senator Henninos. Antitrust Division. 

Senator O’Manoney. Let’s not forget the Congress. 

Senator Hennrinos. I am speaking of enforcement. 

Dr. Lewis. It could have had a greater impact, certainly, if it had 
been more completely supported. On the other hand, I do not think, 
as I have indicated in my paper and my statement to you, we should 
expect too much from the antitrust laws. I think the antitrust laws 
can go so far and can doa certain amount of good. 

Senator Henninos. I gather that was certainly stated in your paper. 

Dr. Lewis. But it is not the complete answer. 

Senator Hennrnas. Of course they are not. I think we all agree on 
that. Thank you very much, Dr. Lewis. 

Senator O’Manoney. May I interrupt, Senator Hennings, prompted 
only by the fact that the President’s budget just presented to Congress 
shows that the entire cost of administering the Congress for fiscal 
year 1960 is about $158 million, whereas the appropriations which 
are made to the President alone, to be distributed by him in his dis- 
cretion for mutual security and economic aid abroad, amount to over 
$3 billion. We balance our budget pretty well by not being spenders. 
Now, we are accused to being spenders because we sometimes pass 
laws that require expenditures. But one fact that has been overlooked 
by the White House is that most of the requests for expenditure come 
from the Bureau of the Budget and the White House. 

Senator Kreravuver. Do you wish to comment on that, Doctor? 

Dr. Lewis. No comment. 

Senator Kreravuver. Dr. Lewis, would this be a fair summary of 
your position—you feel that direct controls are inevitable, that at 
least some approach along the lines of the bill by Senator O’Mahoney, 
which you visualize to be something similar to immediately before 
our entry into World War II, the procedure would be inevitable You 
base this upon the idea that economics by admonition does not mean 
much, that the antitrust laws, while they have done a great deal of 
good, are too slow and on the whole are not effective, that the so-called 
countervailing power idea often does not countervail, that even though 
there may be a pein, tte: conscience, it is difficult to apply to specific 
matters, and that because all of these are not effective, or not suffi- 
ciently effective, you think there must be something more, some other 
niethod of controlling prices if we are to stop inflation. Is that a 
fair summary ? 

Dr. Lewis. Yes, only of course I do not tie this whole problem up 
peculiarly with the problem of inflation. Inflation is one of the 
problems that besets our economy. There are others. And the anti- 
trust problem is with us with reference to all of those basic issues. 
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I think your statement is a fair summary of my views. On the 
matter of antitrust, I would like to say again that it is not just be- 
cause it is slow and is not effective in the sense that if we did some- 
thing about it it could be made more effective. I think the problems 
of bigness are problems which simply do not yield to antitrust. You 
have the job of trying to reconcile many things which we like about 
bigness with the adverse effect which bigness is bound to have on the 
effectiveness of competition. And I do not think antitrust furnishes 
us with a method by which those conflicting social interests can be 
reconciled. 

Senator Krerauver. You would concede that if the antitrust laws 
were strengthened and tightened, made stronger in their application, 
with better enforcement and more staff, that they could do a more 
effective job ? 

Dr. Lewis. I would agree to that certainly. 

Senator Keravver. There are no other questions, Dr. Lewis. On 
behalf of the subcommittee, I want to thank you very much for a 
most challenging and interesting statement, and for coming here and 
giving the committee the benefit of your views and ideas. 

We will stand in recess now until 2 o'clock, at which time Dr. Nourse 
will be asked a great many questions, I am sure. 


(Thereupon, at 12:35 p. m., the subcommittee recessed to recon- 
vene at 2 p. m., of the same day. ) 


AFTERNOON SESSION 


Senator Keravuver. The subcommittee will come to order. 


STATEMENT OF DR. EDWIN G. NOURSE—Resumed 


Senator Keravuver. Dr. Nourse, I will ask you a few questions, and 
then I will turn to Senator Wiley and any other Senators who may 
be here, and then to counsel. 

Dr. Nourse, my attention has been called to the fact that in your 
book “Price Making In a Democracy,” which was published by the 
Brookings Institution in 1944, you made an accurate prediction of 
what would be happening in the years ahead. 


I want to read just parts of two or three paragraphs from this 
book. 


On page 351 you said: 


There will doubtless be a strong tendency after the war for pricemaking 
executives to begin by setting down the figures for prewar costs and in stepping 
these figures up by the amount by which tax burdens have been added and 
‘yage rates have been increased. Such cost estimates may be still further 
stepped up by writing in a higher figure for tools and materials based on an 
assumption that these prices after the war will likewise be adversely affected 
by increase in costs due to higher wages and taxes. 


You said: 


While naturally businessmen must always give careful consideration 
to their cost situations, the mere routine procedure for calculating costs 
and making prices which has been sketched above will be most inadequate for 
meeting postwar needs and opportunities. By following this simple and easy 
course, the business executive would be directly contributing to a cumulative 
process of general price advance, with each higher price becoming a cost en- 
hancement for someone else, and each company or group using the full force 
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of its organizational or political strength to protect itself by outracing the tide 
of advancing prices. 


Such a process might produce the illusion of prosperity as long as wartime 
savings are being disbursed and consumer credits being extended. But it does 
nothing toward facing the issue of stabilizing high-volume and high-efficiency 
production. L 

I want to compliment you upon anticipating what was going to 
happen. I think that is what has happened. 

r. Nourse. Well, I hadn’t rn of trying to qualify as one of 
the major prophets, or even one of the minor prophets, but I think, 
as I hear that now, that it does mean that, instead of predicting, I was 
projecting the impact of forces that I saw in the economy then, and 
they did manifest themselves in just about that way. That does de- 
scribe the situation which has actually come since the war and that 
we now have to wrestle with. 

Senator Keravuver. This you regard to be the problem of the 
present time? 

Dr. Nourss. I think it is a pretty good estimate of it, yes. 

Senator Kerauver. Dr. Nourse, this morning you testified about 
the decision by Judge Holtzoff in the Milk Cooperative case, and 
whether there should be any antitrust requirement or responsibility. 
You spoke of the labor organizations, and particularly of the Team- 
sters, and said that there should be some responsibility. I was not 
clear whether you meant antitrust or just what you did mean. Then 
you also talked about the power of business and the administered 
price industries, and said there had to be improvements in the anti- 
trust laws and more vigorous enforcement. That, as I remember, was 
in your testimony. 

r. Nourse. Yes, sir. 

Senator Kerauver. Now, sir, do you mean to suggest that you 
would apply the same rules to cooperatives, labor organizations, and 
business enterprises? What would you do with a farm cooperative? 
What is your general thinking about how you would deal with each of 
these important parts of our economy ? 

Let’s take first the cooperative that you were talking about. 

Dr. Nourss. Well, you see, my statement there was that I thought 
there should be a declaration by the Congress that all three of these 
interests are to be treated as equal and in accordance with the same 
principle, that is, the principle that we would not allow concentration 
of economic power to be abused to the point where it was leading to 
inflation or to the restraint of trade. 

Now, since they are different situations in industry, or different parts 
of industry, and between the management problem, the labor problem, 
and the agricultural problem because of the different character of agri- 
cultural industry, the general principle would have to be tailored 
down in statutes which applied to each one of these three situations. 

Senator Keravver. It is the abuse of power in connection with the 
cooperative and the labor unions that you are talking about; is that 
correct ? 

Dr. Nourse. Yes, sir. 

I am not as concerned as some people are about the existence of 
power, because I think it is of the essence of our modern free-enterprise 
economy with the kind of technology we have that we need to have 
organizations that inherently enjoy a considerable amount of power. 
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Senator Kerauver. Then you recognize, I am sure—at least, I feel 
this way about it—that a farm cooperative, by enabling farmers to 
get together and make a joint effort for their own betterment, is one 
thing; but that a cooperative which gets into the commercial business 
and uses monopolistic practices, that is something else again. That is 
what you mean ? 

Dr. Nourss. Yes. My proposition there was that they should not 
be immune from the statute and the antitrust laws, but that should 
be examined as to the nature and impact of their practices; and if 
they did result in unreasonable advancement of trade, they should be 
proceeded against. 

Senator Kuravuver. Then I take that, as to the Capper-Volstead Act, 
under which farm cooperatives get some immunity, you would recom- 
mend reexamination for the purpose of perhaps limiting the immunity 
that they receive; is that the essence of your testimony ? 

Dr. Noursr. As I read the statute, immunity is not conferred in the 
statute. But it has been so interpreted by the courts, and particularly 
and most sweepingly in this recent decision of Judge Holtzoff, as con- 
ferring complete immunity for all their actions. And he went on to 
say they might unreasonably enhance prices and restrain trade. I 
think that is very bad economic doctrine. 

Senator Krravver. His decision was not appealed from for some 
reason. 

Dr. Nourss. The reason is that they are still thrashing out the 
details. There were two opinions rendered. There has been argu- 


ment by counsel on a third cause of action. Since each party lost 
one-half of the suit—part of it came under section 7 of the Clayton 
Act—both parties are going to appeal directly to the Supreme Court. 


Senator Kerauver. Did I understand you to say that the opinion 
was rendered in the criminal case, and the civil case is still pending? 

Dr. Noursg. No, that is a mistake. There was a previous criminal 
case. This was brought as a civil case, and the sweeping immunity 
decision, was on sections 1 and 8 of the Sherman Act; the adverse 
decision on acquisition of assets of Embassy Dairy was under section 
7 of the Clayton Act. 

Senator Keravuver. We will ask our counsel and our staff to check 
this, to study the decision, and we will give the matter consideration. 

Just what would you do about labor? In order to compete with 
the powerful position of big corporate interests, there must be unions 
or associations of working people. The labor of human beings does 
not come under the antitrust laws. 

Just what are the remedies, or what are the suggestions which you 
have in mind, so far as labor associations or unions are concerned ? 

Dr. Nourss. I think my position is an entirely consistent one. I 
said in my testimony that I saw no justification, in my economic anal- 
ysis, for the Congress or the Department of Justice embarking on a 
trustbusting campaign or a union-busting campaign. In other words, 
I think in the type of industrial commercial organizations we have, 
that large units of labor as well as large units of management, are 
necessary for effective and flexible operation of the system. But when 
that is so abused that it results in an inflexible operation and a con- 
centration of power which ramifies out, as I cited the Teamsters 
situation, then I think it should be proceeded against just as you 
would against a great, wide-sweeping industrial combination. 
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Senator Keravver. It is the abuse of power that you are talking 
about, and not the organization of the union itself; is that the essence 
of your statement ? : 

br. Nourse. Well, I would have to make a little exception there, 
when you say “not the organization of the union.” Because the point 
which I think is serious there is what I called “proliferation.” The 
Teamsters as such had an organization which I would think was im- 
peccably within my principle. But when the Teamsters spread out to 
embrace the longshoremen and the pilots on water, and pilots in the 
air, and laundry workers, and a great agglomeration of collaterally 
related organizations—you see, I am using the word “organizations” 
there—I think that is a type of organization which is a part of this 
problem, and that could be defined within clarifying statutes. 

Senator Krerauver. The Teamsters spreading out, taking in other 
unions engaged in other business, seems to find a parallel in what we 
call conglomerate mergers by business organizations. 

Dr. Nourse. I do, and I think economically and analytically they 
are comparable, and we should make your examination of them under 
a unified principle, and then try to distinguish whatever significant 
differences there are. 

Senator Kerauver. We have been much concerned about and have 
given a good deal of thought to the matter of conglomerate 
mergers—— 

Dr. Nourse. Yes. 

Senator Kerauver. The expansion whereby one corporation gets 
into 15 or 20 lines of business, having an overall power so great that 
it can perhaps lose money in one business and make it up in one or 
more of the others. 

Do you think at the present time there is some question as to whether 
the antitrust laws cover situations like that, or whether they are 
adequate to cover them ? 

Dr. Noursg. I would think that that is analytically the counterpart 
exactly of the labor situation I have spoken of, that the question 
of size, while I don’t make that my major criterion, becomes actively 
involved there because, if I may use the name, the General Motors 
Corp, for example, has assumed a multibillion dollar position, a 
position of dominance in the management field, so that it develops 
a centripetal power of growth that accumulates both capital and 
talent. They have enormous internal saving of capital and they can 
attract outside capital, they attract talents to their organization so 
strongly that they do restrict the market in a material sense. 

Senaor Keravuver. Do you think that the abuse of power by labor 
should be handled by some type of legislation such as we have been 
considering in the Senate at the McClellan hearings, not talking 
os whether it is adequate or inadequate; is that the way to get 
at it 

Dr. Nourse. It seems to me that the McClellan hearings have 
paralleled your own exploring, getting a greater body of fact as to 
what the situation there is, than we have ever had before. 

As I understand it, most of that investigation has pointed toward 
remedying abuses of practice, the handling of funds, and things of 
that sort. So I think that that investigation would be the founda- 
tion—would give the factual foundation for exploring this other 
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question that I have been referring to, rather than just abuses of 
management. : . 

Senator Kerauver. Do you think the antitrust laws ought to be 
amended so as to include labor, or do you think labor ought to be 
dealt with in a type of bill that resulted from the McClellan hear- 
ings, only perhaps enlarged? ' 

De. Nourse. Well, Senator, I am no authority as to how the Con- 
gress needs legally to proceed on these things. As.an amateur there 
I have gone no further than to recommend a reaffirmation by the 
Congress of the procompetition principle or equality of all groups 
before the antitrust laws. Now, whether it should be in an amen 
ment to the Sherman Act or the Clayton Act, or as a new and sep- 
arate statute, or as a joint resolution or whatever, I have, of course, 
no knowledge about that. But the point I was trying to make was 
that Congress should definitely clarify its position and lay down a 
principle with reference to equal treatment in these three areas. 

Senator Keravuver. All right. Just one further question at this 
time, Dr. Nourse: 

Do you feel that fiscal and monetary policies can halt an infla- 
tion of the type that is now underway and has been underway for 
the past 2 or 3 years, that is, an inflation centered in administered 
price industries which have substantial amounts of unused capacity? 

Dr. Noursr. I think there has been an undue confidence in that 
approach, and certain spokesmen for important organizations have 
said that these measures are completely capable of doing it; that 
all you had to do was to “turn off the money spigot, or reverse the 
money pump,” and you would have inflation under control. To 
this I replied in testimony before another committee; I said, yes, 
those measures, fiscal and monetary, could be made effective, if ag- 
gressively used, in stopping inflation, but only at the expense of 
stopping business, and that unless we proceed from this side as to 
the wage-price-cost-profit relationships, then you can’t have both 
the conditions of noninflation and of active prosperity. 

Senator Kerauver. Senator Wiley. 

Senator Wixny. Doctor, we will get back to the issue here; as I 
understand it, it is coupling administered prices with inflation. 

Dr. Nourss. Yes, sir. 

Senator Witzy. Can we agree that administered prices or adminis- 
tered wages, or whatever you want to say, if they bring more than a 
reasonable return, is a cause of inflation ? 

Dr. Nourss. Yes, it contributes in a major way to an inflationary 
process. 

Senator Wirxy. I had an incident from my own State called to 
my attention, which brings in a related subject. 

One of the companies bid for TVA. They bid a million dollars 
more than a Swiss company agreed to produce the machinery for, 
and the Swiss company got the contract. Labor objected. Labor 
said that by so doing it took 400,000 hours of labor away from Wis- 
consin labor. 

Now, why could the Swiss company sell the machinery for a million 
dollars less than the Wisconsin company ? 

Dr. Noursr. Well, of course, I don’t know what all the circum- 
stances are in this situation. But there are many cases that point 
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to the fact that we are pricing ourselves out of the international 
market, or are pricing them into our market, because of the enhance- 
ment of labor costs which are reflected in material costs, construction 
costs, and all the rest, for American producers. So that, I think, 
is one of the serious aspects now of the inflation problem, namely, its 
relation to our international trade. 

Senator Witry. Well, now, you could not, in that case, or could 
you, say that labor was administered price labor? That was in that 
one company in Wisconsin. I understand from the word “admin- 
istered” that there is a sort of conspiracy between competitors to 
build up the same price. Isn’t that what you mean by “adminis- 
tered ?” 

Dr. Nourss. No, I wouldn’t want to identify administered prices 
with conspiracy. It is simply that they have, as I said this morn- 
ing, enough control of a labor supply or of the agencies of production 
in the given line of business, whatever it might be, so that they can 
name a price and adjust their production to it. 

Senator Witey. What you mean is that ordinary competitors 
would have the same elements in the production costs, labor, material, 
taxes, and so forth, and when that occurs you get more or less the 
same return for the commodity that you sell: Is that administered 
price, too? 

Dr. Nourse. Well, yes; each one of them has administrative discre- 
tion and they are upping prices through the use of that power. 

As to solidarity of action, we have the phenomenon of price lead- 
ership, so that, within a group larger than the single company which 
itself has the power of administering prices, they all fall in line. 

Senator Witey. What is the remedy for the situation that I just 
ave you, which is an actual situation that occurred within the last 
ew months? What is the remedy when this country imperts from 
abroad, where they have cheap labor, as compared with the wages of 
American labor? What is the remedy? Are we going to give away 
our whole market, or is administered pricing mixed up in this, or 
administered labor? 

Dr. Nourse. It certainly is. I would answer it this way, Senator: 
I would say there is no spot remedy for that contract situation, except 
one: 

If labor is in a position to say, “We will lose this $400,000 unless 
we revise our wages down to a point where this company can com- 
pete,” then they could solve it in that particular situation. But they 
are not going to do it. They are part of a larger union, a national 
union organization, and they are not going to make such a competitive 
adjustment. Just as no company in the steel industry is going to cut 
below other companies there, no union is going to go it alone. So we 
have a very involved and built-in situation of inflation. 

Now, what I see as a difficulty here is that, as situations of that 
competitive inequality multiply, we will have a recrudescence of the 
ere ee argument that we would try to keep our prices up at the 
evel to which we have raised them, and as, I think, the Senator said 
this morning, ratcheting up in that position, peg them there, and then 
shut ourselves behind the tariff wall, so that you won’t have to meet 
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foreign competition. This blunts the force of any domestic competi- 
tion also. 

I think tariff is a very unsatisfactory answer to the issue of competi- 
tion. 

Senator Witey. You know because of this position that our exports 
have gone down lately, do you not? 

Dr. Noursg. Yes, sir; I am quite aware of it. 

Senator Wizy. You know also in certain places men are out of 
employment also because of commodities that have been shipped in 
from abroad because of cheap labor. 

Now, I am bringing this in because in my humble opinion we can’t 
just look at one little facet of this problem. 

Dr. Noursn. Precisely, sir. 

Senator Witrr. We have got to realize that the public interest is 
involved, and I want to get your idea about that. 

Conditions have changed from the days of the American Revolution 
when we were about 85 percent agricultural. Now we are about 80 
percent industrial. We have an industrial machine that is tremendous. 

But, from the angle of public interest, we are interested in main- 
taining public credit, aren’t we? 

Dr. Nourse. Yes, sir. 

Senator Wiiry. We have to have the money to build a deterrent 
against the Kremlin, haven’t we? 

Dr. Nourssg. Yes, sir. 

Senator Wizey. All right. 

What are we doing to public credit, if we reduce the value of the 
dollar, and the value of those bonds that we sold? Is public interest 
involved ¢ 

Dr. Nourse. I think so, and we have let this thing develop over a 
period of years. We have not checked this kind of cost-push in- 
flation, if you want to call it that. , Today our problem is of having 
very limited power to reverse that process, to restore the value of the 
dollar, if you want to put it in those terms, but I think we should 
not take a defeatist attitude. We should take a positive attitude and 
say, the thing we want to do is keep this process from getting further 
out of hand. We should at least be able to arrest a tendency which 
has already gone too far. 

Now eventually you might dream of a time when it would not 
merely be arrested, but reversed. We might get enough competition 
so that the gains of technological progress would result in lower 
prices and a greater prosperity eg a better competitive position. 
But I think we have got to take the first step first. 

Senator Wier. All right. 

Let me say again, because we are going to diagnose public interest, 
wehave reached an agreement on the ability of the country to raise 
money, to maintain the mtegrity of the dollar, to see that the bonds 
do not go down less in value. 

Now, public interest also requires that this large segment of savers 
that I have talked about, these people, 120 million of them, have got 
insurance policies, looking after their old age, and so forth, that 
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their savings are not skimmed down to 10 cents on the dollar, too, 
aren’t we? 

Dr. Noursg. That is right. 

Senator Wier. All right. 

Now, that is all part of our public interest, if we are going to 
maintain the solvency of the country, if we are going to maintain 
the people’s faith in the solvency of the country. 

That being so, what we are trying to do now is to see if we can find 
some remedy to halt the attack on that dollar in all those segments, 
the ability of the Government to borrow, to protect its own interests. 

It goes to the question of inflation, it goes to the question of 
whether the segments that are involved, labor—you mentioned the 
farmers, God bless them, most of whom have not been getting even the 
cost of production—but the farmer, the manufacturer, and the rest 
of them. According to the President’s statement, he wants to get 
them together to discuss keeping prices down. According to the 
gentleman who testified after you, and I was not here at the time, he 
thought we had to do something else. What else do we have to do in 
order to stabilize conditions ? 

Dr. Nourse. If I understand Professor Lewis’ testimony, he would 
go farther than I toward price regulation, not to use as offensive a 
word as price control. 

Senator Witry. That is, the labor price? 

Dr. Nourse. Well, he was talking, as I recall it, primarily in terms 
of prices of goods and services, Ceinging more industries into es- 
sentially the public utility relationship. 

My attack on this, my attack is rather that we try, through the 
changing of our economic institutions, and the enforcement of anti- 
trust laws, and so forth, to get to a real competitive position among 
large units. We can’t hope to go back to small-scale competition. But 
in my judgment, there is such a thing, for an economically sophisti- 
cated people, as genuine large-unit competition. And that is what 
we are trying to accomplish, not have them so large and so sprawling 
as to abuse that power, but to use it intelligently. 

Senator Wixry. How are we going to eo it? 

Dr. Noursr. Well, I have suggested two short.steps in that direc- 
tion. I said, first, to affirm this procompetition Soom or antitrust 
as applying to all interests in the community. Then proceed to define, 
in supplementary legislation, broad principles. I could use the Cap- 
per-Volstead Act as an example, because the Congress there said the 
cooperatives may set up joint selling agencies, they may have contracts 
in common, define several of the things that we have had to deal with 
in trade association laws and Federal Trade Commission legislation. 

I think some of these matters can be defined, under the competitive 
principle, stating that certain practices, per se, are accepted, and that 
other practies, per se, are not acceptable. There I would say this com- 
posite merger idea is one which I think Congress could well specifi- 
cally make a general declaration against. 

Senator Keravuver. They call it conglomerate, I believe. 

Dr. Noursr. What did I say? 

Senator Keravver. You said composite. 
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Dr. Noursr. Thank you for the correction, sir. I need the word 
“proliferation” in my testimony. 

Senator Wirry. Doctor, you know very well that some of the most 
reasonable prices in things that we can buy today are due to the effli- 
ciency of bigness. 

Dr. Nourse. Right, and we want to keep that. 

Senator Wirry. And all the time we have been complaining about 
power exercised autocratically in economic lines by bigness. 

Now, I have no brief to hold for bigness. I do hold a brief against 
bigness that abuses its power. We are not getting out to the —— 
of this country the real facts as to what caused this inflation. I want 
fellows like you to tell us. I used to buy a Ford for $650; now I 
would pay $3,200 for it. I want analysis of costs of an article. 

Let’s find out from the beginning to the end, so that they don’t think 
that Ford is gouging the public. If he is, let’s find it out. Let’s find 
out about General Motors and the rest of them, but I think we have 
got to get the facts. 

In this Milwaukee case which I mentioned, labor showed the dif- 
ference, itself, and made an appeal. It simply said we are losing 
400,000 labor hours by losing the contract. If you multiply 400,000 
by $3, you get $1,200,000. 

Well, now, let’s get at the facts. Then, let’s see if there is any 
way that we can get the commonsense of America to operate, either 
through legislation or through agreement. Otherwise, a 10-cent dol- 
lar will place us in a situation that we don’t want to experience. 

Dr. Nourse. I fully agree in principle with what you have said, 
sir, and I think that those several fat green volumes I have referred 
to have made this committee’s contribution to get those facts, a very 
substantial contribution, and I hope you will do more of it. 

Also in the Joint Economic Committee, they had a compendium of 
analyses of this problem with a lot of figures such as you are talking 
about. Subsequently, they had a heafing on these papers, and then had 
labor and business economists comment on that hearing, and then 
held a hearing on these views. 

It is an enormously complex and difficult process we are dealing 
with and, while naturally we are impatient to try to get a oulik 
answer, I think we have to move slowly enough to be sure of our 
ground. 

But going back to what I said this morning, I believe there are 
two or three things on which the evidence is clear enough, so that I, 
myself, would be ready to take a position on what we should do as a 
start. 

Senator Wiiry. Do you think that the controls of the Federal 
Reserve Board are out of date or usable in a case like the present? 

Dr. Noursr. Well, do you mean controls 

Senator Witry. Are hoe practical for the solution of the present 
problem? That is what I am getting at. 

Dr. Noursr. No. 

Senator Witey. What? 
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Dr. Nourse. I do not think fiscal and monetary controls alone can 
meet the problem of inflation. In my scheme of economic thinking, 
I would put market adjustments as the most important line of attack, 
or at least as parallel with fiscal policy, and monetary policy as less 
important. 

enator Witry. Have you any idea as to how they might be im- 
proved or modified ? 

Dr. Nourse. Well, it is a very long story, of course. 

No, I do not have any specific proposals to make. I think the 
Federal Reserve has done a pretty good job. 

Senator Witry. You don’t believe that the antitrust laws, by them- 
selves, are effective ? 

Dr. Nourse. I think I take about the same position that Dr. Lewis 
did in referring to that, that they have been a deterrent. Without 
them the situation would have been much worse than it is. They have 
not been adequate, and that is why I am proposing right now that 
they be reexamined and either supplementary laws or amendments 
passed which would make them more adequate to this situation as 
we are coming to understand it. 

Senator Wirry. Should they be applied to labor the same as to 
management and business ? 

Dr. Nourse. They should be applied to labor comparably. I 
wouldn’t say the same, because the labor situation has differences, 
and we want to tailor it to those differences. 

Senator Witry. What is your argument as to why they should be 
applied to labor? 

r. Nourse. Because I think that the labor organization gives 
them two opportunities, one to build up a very tight fraternal, or 
whatever you want to call it, type of organization, and to apply that 
control at very important strategic points. 

Now, while in a sense there is freedom of entry into labor unions, 
there are only degrees of freedom of entry, what with seniority rights 
and with the character of the organization, including some strong- 
arm methods, They can protect their situation of control over sup- 
ply of a labor force, and can marshal it at strategic points, so that 
I think it would be impossible to deal with this problem adequately 
without going to the root of that difficulty on the labor side. 

Senator Witry. There was something said the other day to the ef- 
fect that in relation to labor, that it should be on the basis of State 
or industry, and not on the basis of interstate control, and so forth. 
What do you say about that ? 

Dr. Nourse. I do not feel competent to pass a judgment on that. 
I know enough about the controversy between national wage bargains 
and plant bargains and industry bargains, and so forth, so that I 
think that I would suspend judgment there and say that is one of the 
things that we would lave to work out before we lay down any rule 
with reference to it in any statute. 

Senator Witey. Can you experts get together and reduce to a very 
simple formula what you think is thé remedy for inflation? 

Dr. Nourse. No, I don’t think so. I don’t think that it is possible 
to get a worthwhile simple statement of so complex a situation. 
mn enator Wirry. Make it concrete and complex, then, can you do 
It ¢ 
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Dr. Nourse. Well, I couldn’t go any further than I have in saying 
I would lay down these certain principles which I have cited, ro 
then from there on we have to have a number of pieces of supple- 
mentary legislation. 

Then we have to have the ad hoc application of them through such 
agencies as the National Labor Relations Board, Federal Trade Com- 
mission, and so forth, and then the final answer given in a specific 
court case, subject to appeal. That, in turn, may suggest further re- 
vision to the Congress. It is an endless process. We can’t cut it off 
and say, “Here is the answer.” 

Senator Wirey. In your opinion, do you think we have to go on 
making mistakes until we get that 10-cent dollar and the explosion? 

Dr. Nourse. No, I am not ready to admit that. I have a little 
higher respect for our intelligence and our self-control than to think 
that we are going to go over the brink of disastrous inflation. I think 
we are pretty close to the brink now. 

Senator Witzy. Thank you, Mr. Chairman. 

Senator Kreravuver. Dr. Nourse, I am sure you do not wish to con- 
vey the impression that it is not necessary for labor to have collective 
bargaining, or—— 

Dr. Noursr. Oh, no, because that would be worse than the evils I 
was talking about. And trustbusting is at least as bad. 

Senator Keravuver. In other words, admittedly you cannot have the 
kind of competition in which workingmen would individually bargain 
for wages and working conditions in the big industries that we have 
today. 

Dr. Nourse. Collective bargaining is the characteristic and per- 
fectly wholesome feature of administered prices of labor. 

Senator Keravuver. Dr. Nourse, do you have the President’s Eco- 
nomic Report before you? 

Dr. Nourss. Yes, sir; the one that just came out? 

Senator Keravuver. Yes, sir. I wish you would look at table 3 on 
page 142, 

Dr. Noursz. Yes, sir; D-3, page 142. 

Senator Krravver. On page 142 gross national product is shown in 
current prices and in 1958 prices. 

In 1955, the gross national product—— 

Dr. Nourse. What column are you looking at, sir? 

Senator Keravver. That is the first column. 

In 1955, the gross national product was $397.5 billion in current 
or 1955 prices but amounted to $435.4 billion in 1958 prices. 

Dr. Nourse. In the first column of the 1958 prices, the second—— 

Senator Keravver. Yes, sir. 

Dr. Nourse. I see. 

Senator Krravver. In 1958, the gross national product was $436.7 
billion, is that correct ? 

i Nourse. I take it to be. I trust the quality of their statistical 
work. 

reer Keravver. The point I wish to make, if you will refer to 
page Lov-——— 

r. Nourss. Well, I might comment on that, that you have two sets 
of figures there, one in current prices and one in 1958 prices. 
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Now, the current prices are in the first column there showing that 
apparently we have something to crow about. That is, the gross 
national product rose from 397.5 to 436.7, which would be $39.2 
billion increase in that period. 

If you take the column for 1958 prices, the statisticians have taken 
the inflation out there, and that $39 billion of apparent gain in that 
4-year period, it whittles down to a miserable little 0.7, less than $1 
billion of actual gain in goods and services, so we are living in a fool’s 
paradise, quoting our inflated figures and not quoting our real 
figures. 

"aunaber Kerauver, That is the point I wanted to bring out. 
That is shown in the statistics of the President’s report. We as a 
lot of people say that we have more money than we ever had before, 
and that we are better off than we were before. But if you take the 
as of 1955 and 1958, there has been a growth of $39.2 billion. 
3ut. if you use 1958 prices, then the increase in gross national 
product 

Dr. Nourse. Evaporates in inflation. 

Senator Krerauver. Well, the real national gross product in 1958 is 
only $1.3 billion more than it was in 1955, and the rest is inflation; 
isn’t that correct ? 

Dr. Nourse. Yes, sir; and that is a very inadequate growth of the 
national product in that 4-year period of alleged prosperity. 

Senator Krerauver. Then, back on page 155 you see the increase in 
population. In the third column on page 155, in 1955 the per capita 
disposable personal income in current dollars was $1,661. That was 
in 1955; po in 1958 in current dollars it is $1,784, 

So that it looks like there has been an increase in per capita income 
ot $123, but we are just about holding our own; is that a fact? 

Dr. Nourse. Yes. Thestory of the other table—— 

Senator Keravuver. Actually we lost ground. 

If you use the same value of the dollar, in 1955 it was $1,790, in 
1958 it had dropped to $1,784, so that there was a loss of $6. 

Dr. Noursr. We made a very small gain for the economy as a whole. 
It was not tr to our growth in population, so the individ- 
ual is actually worse off after the 4-year period. 

Senator Keravuver. In your opinion has not the inflation had a good 
deal to do with the result ? 

Dr. Nourse. Well, it just paints the picture of what inflation is. 

Senator Kerauver. People may be handling a bit more money, but 
they are actually not as well off as they were when they had sounder 
dollars 3 years ago. 

Dr. Nourse. That is right. 

Senator Kerauver. Now, one other question, Dr. Nourse. The 
President said in his Economic Report that Congress will be asked 
to amend the Employment Act of 1946 to make price stability as an 
explicit goal of Federal economic policy, coordinate with maximum 
employment, production, and purchasing power. 

What is your view about that? Do you think that is necessary ? 
It is desirable? 

Dr. Nourse. Well, I think you would derive the answer from what 
I have said here that I think it is highly necessary to have the matter 
of price stability or the checking of inflation clearly recognized. You 
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cannot accomplish the purposes of the Employment Act if you do 
not. But when it comes to the language of the act, I have testified on 
two occasions, I think, against the necessity or wisdom of putting this 
amendment in. 

It simply adds more verbiage to a statement of policy which al- 
ready is rhetorically very complex, and it does not add anything be- 
yond what is at least implicit in the act as it stands. In fact, I think 
it is explicit in setting the goal of maximum purchasing power because 
that, to me, means real consumer purchasing power, and if you have 
inflation you are not having that. 

Senator Kreravuver. That is on page 52 of the President’s Economic 
Report. 

r. Nourse. Yes. 

Senator Keravuver. In the Employment: Act of 1946, the goals were 
maximum production, employment, and purchasing power. 

If you also make price stability a goal, diminishing the necessity of 
maximum production and employment, might not that limit the 
emphasis put upon full employment ? 

Dr. Nourse. It could. It could set the goal of monetary stability 
above the goal of full utilization of resources. That might be dis- 
advantageous. That is why I think that the language as it is, subject 
to interpretation as events develop and as we analyze them year by 
year, should be left just as it is. 

Senator Keravver. All right, sir. 

Mr. Dixon, do you have any questions ? 

Mr. Dixon. Yes, Mr. Chairman. 

Dr. Nourse, in your opinion, can we have in this country a free 
enterprise system without price competition? Are the terms con- 
sistent ? 

Dr. Nourse. I would say, no; that a really free enterprise system 
implies competition; that we are new tying up the freedom of our 
competition at various places throughout our economy. 

Mr. Dixon. The term “free enterprise system” in and of itself con- 
notes competition, does it not ? 

Dr. Nourse. It does to me. 

Mr. Drxon. All right. 

Now, under this administered pricing method that we are talking 
about here that vests in certain management hands the right or the 
power to raise or lower prices regardless of the demand or supply situ- 
ation, is that consistent with price competition theories? 

Dr. Novurser. I will have to qualify on that statement. When you 
put in that “regardless of demand or supply conditions,” I think that 
overstates the administered price situation. You see, there are metes 
and bounds set by overall market forces. 

I made a statement some place that administered prices are not 
ae emancipated from the laws of supply and demand or defiant of 
them. 

Those supply and demand conditions set the outside limits, but there 
is, under conditions of large scale organization, at any particular time 
an area for discretion or for policymaking. The point is that price 
administrators have enough control over supply that they maintain 
prices or advance them. 
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As I have emphasized in my writings, there is a difference between 
what a company can do in the short run and what it would do in the 
long run. In the long run, I think the attempt to push prices up to 
the upper limit tends to restrict the long-run growth of a corporation. 
It can get “all the traffic will bear,” but it won’t bear it forever. 

Mr. Drxon. Let me ask you to recall for the moment the pricing 
practices in the steel industry. 

Dr. Nourse. Yes. 

Mr. Dixon. Here we have an industry where, when price increases 
are announced, everyone in the industry in lockstep adopts the same 

rices, 

: Under our present antitrust laws, either using section 1 of the 
Sherman Act, or section 5 of the Federal Trade Commission Act, if 
that price is arrived at by conspiracy, by a meeting, by an exchange 
by an agreement, then in and of itself the action is unlawful and 
violates those statutes. 

You understand that to be the law, do you not? 

Dr. Nourse. I do. 

Mr. Dixon. As I understand the principle behind those laws, they 
were passed because if pricing came about by that method, the public 
was deprived of the benefits of price competition ; isn’t that correct ? 


Dr. Nourse. That is my understanding. 

Mr. Dixon. If we have the same result arrived at by follow the 
leader, isn’t the public again being deprived under that system of the 
benefits of price competition ? 

Dr. Nourse. Just as much as though there were conspiracy. The 


end result is the same. 

Mr. Drxon. That very well poses the problem: What is the antitrust 
answer when no conspiracy can be proved ? 

Dr. Nourss. I do not see how you can establish a rule to abolish 
the price leader practice. I have never been able to find formal 
language that would seem to me to cover that situation. You cannot 
simply define price leadership as illegal. You have a very difficult 
situation to deal with, and I frankly do not have a suggestion to make. 

Mr. Dixon. Would you say that type of practice, that type of 
pricing, is fair to the public? 

Dr. Nourse. No. It deprives them of the benefits of a real com- 
petitive pricing system. 

Mr. Dixon. We have a statute known as section 5 of the Federal 
Trade Commission Act. It says, in effect, that unfair methods of 
competition in commerce and unfair acts or practices are hereby de- 
clared unlawful. 

Would you say this type of pricing is a fair practice? 

Dr. Nourse. Well, you trap me there in a legal difficulty. I do not 
know what “fair” is. I would say it is an uneconomic practice. 

_ — Is it an undesirable thing from the public-interest point 
of view 

Dr. Nourst. Definitely. And this would seem to me to be a point 
where clarifying legislation should be sought so as to cover the situa- 
tion which you outline. It would be one of the very pieces of supple- 
mentary legislation which I had in mind. 

Mr. Dixon. Do you have an opinion as to whether this type of 
pricing actually flows from the fact in reality that one, or a limited 
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number, of members in a given industry have greater size or greater 
economic wealth than the others ? 

Dr. Nourse. Well, I do not know that I have sufficient evidence. 
Perhaps if I had read these two reports more fully than I have been 
able to yet, I would have a little clearer answer on that question. It 
is something which is established in the practices of the given industry, 
and it has some very subtle overtones as to just why it operates as it 
does. It would not want to stick my neck out too far on that one. 

Mr. Dixon. Let me just interpolate for a moment. 

According to my best recollection at the moment in the steel industry 
the Big Four has, say, approximately 59 to 60 percent of the capacity 
of the whole industry. 

Dr. Nourse. Yes. 

Mr. Dixon. The largest is United States Steel. I believe they have 
about 29 to 30 percent of total capacity. No. 2, Bethlehem has, I 
believe, about 19 percent of the capacity. That 1s borne out by the 
subcommittee’s steel report. 

It appears that United States Steel has practically the same amount 
of capacity as the next three producers combined, and practically a 
third of the total. 

Now, when United States Steel raises prices, is it an unnatural phe- 
nomenon for producers Nos, 8, 9, and 10 to adopt the same prices that 
United States Steel adopts ? 

Dr. Nourse. Well, they cannot win by trying to buck that situation, 
as I see it. Once in a while, as I recall the trade reports in the steel 
industry, where you have a number of large organizations, there has 
been sometimes a price rise which was not followed and which was 
withdrawn after a short time. 

We do not want to exaggerate, and that is what I am talking about. 
Even administered prices are not entirely emancipated from the laws 
of supply and demand. Companies feel the market out and see what 
the response is, and may differ in their reaction after they have seen 
the response, 

Mr. Dixon. We must also add that United States Steel, according 
to the facts we brought out, is a completely integrated company. It 
has plants not only in the East but in the mideontinent and in the 
West. Even its major competitors are not as well situated as that. 

The principal argument put forward in the Bethlehem- Youngstown 
merger case was that those companies should be allowed to join so as 
to make them better able to compete with United States Steel, their 
principal competitor. : 

The lower court said that the proposed merger would violate the 
test set forth in section 7 of the Clayton Act. 

Let us assume that that decision will be eventually affirmed. But 
let us accept the reasoning as it was handed down by the lower court. 
We have, in section 7 of the Clayton Act, a law that says the second 
largest producer in the steel industry cannot, because of the probable 
monopolistic effect, join or merge with a smaller one, to make both 
more competitive with one which is larger than both. 

Yet that larger one, United States Steel, under the present interpre- 
tation of section 2 of the Sherman Act apparently cannot be said to 
have monopolized or attempted to dannepoliae. 

Does that seem consistent to you? 
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Dr. Noursr. No; it would seem to me a point of attack in this sup- 
plementary definition area that I am talking about; that there we 
need to redefine standards in the light of experience, some of which 
was brought out in your committee report. 

Mr. Drxon. Would you not agree that much of the problem of 
administered prices, as we have oes far developed it, flows from the 
fact that there is in some industries a situation that approaches 
monopoly, and that there is in other industries what you economists 
eall oligopoly, where there are several large firms rather than one 
large one? Is this type of pricing in America flowing from these 
situations principally, in your opinion ? 

Dr. Nourse. Well, { think it is more emphasized in some industries 
than others. But I think steel is a very acute case of such limitation 
of competition. 

Mr. Drxon. Can you reasonably expect, Doctor, to have price com- 
petition in a climate where there is concentrated monopoly power? 

Dr. Noursr. No. 

Mr. Drxon. In other words, unless we adopt an antitrust approach 
to set aside this monopoly power, are we to expect that we are not to 
have any price competition in this country ¢ 

Dr. Nourse. Well, you see, my position as contrasted with that of 
Dr. Lewis this morning, and with others, perhaps, is to approach 
the whole ninduiandl price problem from the tactical antitrust 
procedure rather than what they seem to think is a strategic overall 
regulatory attack. 

Mr. Dixon. Dr. Nourse, we have, as the chairman has pointed out 
to you, the problem of conglomerate integration. I suppose General 
Motors Corp. would certainly illustrate one of the best examples of 
that. 

We also have the problem before this subcommittee of vertical inte- 
gration. Many of our industries are completely so integrated from 
the supply of basic raw materials through manufacture, down to the 
ultimate sale to the consumer. 

Many fabricators or manufacturers depend upon this basic fully 
integrated producer for the semifinished product and they must com- 
pete with their supplier for the same customer in the sale of the 
finished product. 

Do you think that it is a desirable or a fair type of pricing practice 
when the integrated producer charges the fabricator such a high price 
that when he finishes his product he finds that it is impossible for him 
to compete with the integrated producer ? 

Dr. Nourse. I do not know that my experience has led me to have 
a full understanding of that situation so that I can commit myself 

Mr. Dixon. I am trying to describe to you one of the many of the 
problems which have been called to the attention of the subcommittee. 

Dr. Nourse. Yes. 

Mr. Drxon. That flows from vertical integration. 

Now, Dr. Nourse, how can you preserve collective bargaining to 
maintain balance between management and labor and, at the same 
time, establish full competition in labor prices ? ; 

Dr. Nourse. What ae you mean by “full competition in labor 
prices?” Ido not quite follow you there. 





4740 ADMINISTERED PRICES 


Mr. Drxon. I mean that if unions are to bargain with any effective- 
ness how can you strip them down and make them bargain in smaller 
groups? 

Dr. Noursg. Well, I think you have to match your structure on the 
labor side with that on the management side. If you are going to 
have collective bargaining, you have to go as far as you can toward 
what has been called equality of bargaining power. 

Now, equality of bargaining power, as it has been interpreted thus 
far, has been a process of getting bigger and bigger on both sides. 
I think it has rather brought us to an impasse, and is part of our 
present problem. 

I do not profess to know what the answers are, but my philosophy 
runs about this way. We should try to get as small units for dealin 
with each other on the merits of their actual concrete situations as we 
can, rather than to try to formalize them over a whole national, so- 
called international, union dealing with a whole nationwide or inter- 
national corporate organization. 

I do not profess to know how this can be worked out, and I think 
it would have to take some of the sharpest minds and the most careful 
study and some experimentation and readjustment to find that kind 
of competitive balance but that is the direction in which I should 
move on this issue, 

Mr. Drxon. You would recommend, would you not, that this sub- 
committee continue to seek ways and means to strengthen our basic 
antitrust laws? ' 

Dr. Noursg. Definitely. 

Mr. Drxon. Do you prefer to find the answer to this problem in 
the traditional antitrust approaches? 

Dr. Nourss. Edo. Of course with recognition of modern develop- 
ments both in economic theory and in business situations. 

Mr. Drxon. You realize, do you not, Doctor, that none of our anti- 
trust laws require corporations to compete? 

Dr. Nourss. Yes. But they have been negative. As I said this 
morning, I do not see how you can get a comprehensive legislative 
mandate to compete. You have to let organizations proceed accord- 
ing to the needs of our technology and our general society, and then 
the antitrust machinery should be used in identifying abuses and 
proceeding against them—where economic power is used to defeat 
the competitive purpose. 

Mr. Drxon. I will just close with one observation. Our laws do 
not require corporations to compete, and yet if they do not compete, 
we can have these unhealthy effects upon the public. ‘ 

Dr. Nourse. And our laws do not require people to be good, but 
it tries to curb them from being too bad. 

Mr. Drxon. That has been the gist of the antitrust laws. 

Dr. Nourss. I agree. 

Senator Keravver. All right. 

Mr. Chumbris, do you have a question ? 

Mr. Cuumprts. I have two questions, Dr. Nourse, one on behalf of 
Senator Langer. The question is, What suggestions do you have to 
help the farmer in his dilemma of being caught between low prices for 
his farm products and, on the other hand, meeting increased costs in 
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farm yoachinery and everything else that he has to work with on the 
farm ? 

Dr. Nourse. I do not have a formula answer to that situation. The 
answer which I do give is one which is very unwelcome to the farmers, 
because I think that our legislation there, the use of Government power 
to support prices at above the market level, has brought them into a 
situation so difficult that they cannot meet the problem as you put it 
there—that is the difference between what they can get and what 
they have to pay for things. The remedy which I think is necessary 
is to put agriculture back on a competitive basis rather than a price- 
supported basis. But that is a long and arduous adjustment to work 
out. 

So this is pretty cold comfort to the farmer, but it is so because he 
has built up and perpetuated a noncompetitive and a nonadjusted sit- 
uation for himself since back at least as far as 1948, 10 years or more 
back from now. 

Mr. Cuumerts. Of course, the other answer would be if you could 
put the Nation back on a noninflationary standard, thereby he would 
not have to pay these increased costs for machinery and services. 

Dr. Noursz. Of course, insofar as we curb other sources of inflation 
that is to the benefit of the farmer, because he is in a rigid position. 

If we do not curb it, if we have an inflationary situation, it bears on 
him just as it bears on old people. I think Senator Wiley made those 
two sets of constituents of fis the point of his argument. 


Mr. Cuumprtis. I havea question on behalf of Senator Dirksen. Be- 
fore he left here this morning, he mentioned to you that he was very 


much interested in budget problems. 

Dr. Nourse. Yes. 

Mr. Cuumertis. His question would go to the point of a budget which 
would not result in deficit spending. 

How does a budget that results in deficit spending affect the infla- 
tionary spiral ? 

Dr. Noursg. It feeds the fires of inflation. 

While deficit financing is a perfectly proper course when we want 
to reflate the economy at the bottom of a depression, it is a very bad 
course, in my judgment, to follow when we are in an inflationary Cees 
and that would be the situation for the coming year. 

Mr. Cuumertis. Let us get a little bit more detail into the record. 

Let us assume that the country had a deficit spending of approxi- 
mately $5 billion, which is something that has happened within the 
recent past. How much of a percentage increase in inflation would 
that result in ? 

Dr. Nourse. I could not give any mathematical computation of that. 
There are too many contingencies in it. 

Mr. Cuumeris. But there is—— 

Dr. Nourss. I would add to that—I would not think that a deficit 
of $5 billion in a budget of the size and an economy of the size we 
have now would be, simply and of itself, a disastrous factor if, for 
reasons of defense, we needed to have that much spending. I would 
be willing to take that kind of a risk. But $12 billion deficit—— 

Mr. Cuumpris. $12 billion ? 

Dr. Noursg. $12 billion deficits year after year in a period of pros- 
perity simply means that we either have our scheme of expenditure up 
too high or we have not got taxation up to the point which matches it. 








4742 ADMINISTERED PRICES 


Mr. Cuumeris. No further questions. 

Senator Keravuver. On the point that Mr. Chumbris brought out, 
if we have a deficit, that presumably means there is more money in the 
hands of the people to buy things with. 

Dr. Noursr. The Government is pouring more into the spending 
stream than it is taking out. That is a simple ratio. 

Senator Keravuver. But that would not especially affect high prices 
in administered price industries where there 1s excess capacity already, 
and there is no excess of demand. 

Dr. Nourse. But if you have that situation it is easier to push wages 
up, and then to push prices up or even pyramid increased costs in 
advanced prices. That is why I said it feeds the fires of inflation. 

Senator Kerauver. But the main effect would be on the nonadmin- 
istered price industries. 

Dr. Nourss. Of course. 

Mr. Cuumeris. May I carry that point a little further? But I 
understand the testimony shows that 90 percent of our industries are 
administered price industries, so that it would leave a very small per- 
centage that would be nonadministered. 

Senator Keravuver. I do not believe that has ever been so described. 

Mr. Cuumenris. I believe that is Dr. Means’ definition of practically 
everything we have as being administered prices; even the price of 
lunch we pay in the Senate restaurant or the price we pay in a barber 
shop is an administered price, and the belief is, as shown we testimony 
during the administered price hearing, that it goes as high as 90 
percent of our everyday activity which goes as an administered price. 

Dr. Nourse. Perhaps you had better repeat that question when Dr. 
Means ison tomorrow. But I think that it is a rather faulty compari- 
son. Administered prices and inflation are not synonymous, although 
they are very vitally interconnected. 

Senator Keravuver. Mr. Peck ? 

Mr. Pecx. Thank you, Mr. Chairmin. 

Dr. Nourse, I would like to know, do you believe that bigness, about 
which we heard so much this morning, is a natural and normal out- 
growth of our expanding and maturing industry here in this Nation? 

Dr. Noursg. Ido. 

Mr. Peck. You do. 

Do you believe, sir, that if these large companies about which we 
heard are properly guided, they can actually be operated for the 
general public welfare ? 

Dr. Nourse. Yes. But your word “guided” is a little ambiguous. 

Mr. Peck. I am coming to a definition of the word “guided.” 

Dr. Nourse. I would say yes, if wisely guided from within, from 
their own executives. That is, with g economic sophistication, 
with long and broad gage consideration, and with responsibility of 
the Government to establish conditions which will promote competi- 
tion or which will retard monopolistic prices. 

_Mr. Peck. Now, sir, in addition to the internal direction which, pos- 
sibly, might come from the admonitions which Dr. Lewis mentioned, 
do you believe that, if modern and reasonable and realistic standards 
are established by Government, that big companies can manage their 
own affairs without being harassed or generally supervised by Gov- 
ernment agencies ? 
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Noursk. That is a goal that I would have in mind very defi- 
nitely. 
Mi. Peck. Do you think it is possible, sir? 

Dr. Nourse. Well, I hope we have brains enough to do that. I 
think the principles, the facts, and the economic analysis on which 
it would be based are available. The question is whether we are ready 
to accept the requirements of such a system, whether the Congress 
can enact those parts of the legislation which are desirable, whether 
labor unions and business organizations will accept and carry out 
their end of it. 

Mr. Pecx. And you would, if I understand it, try to accomplish this 
through the device of the antitrust laws? 

Dr. Nourse. I think it is an important part of it ; yes. 

Mr. Pecx. Thank you very much, sir. 

That is all, Mr. Chairman. 

Senator Keravuver. Mr. Bolton-Smith, do you have any questions? 

Mr. Bottron-SmirH. No questions; no, thank you, not at this hour. 

Senator Krerauver. Dr. Blair, do you have any questions ? 

Dr. Buarr. Dr. Nourse, I have no questions, but merely to put a 
request to you for submission to the subcommittee, if you wath: of 
any further ideas that you might have to be incorporated in the record 
on this general subject with particular respect to the question of how 
it would be possible to accommodate the existence of monopoly power 
with desirable economic behavior and performance in the public in- 
terest. 

Senator Keravuver. If you write something on that. subject Dr. 
Nourse, we would appreciate it. 

Mr. Pecx. Mr. Chairman, I would like to introduce, if I may-—— 

Senator Krravver. One moment, please. 

Dr. Nourse, we are very grateful to you for coming here to testify. 
We always find your ideas interesting, whether we agree with them 
fully or not. 

As I understand it, your general position is that we must rely 
primarily on the force of competition to protect the public interest, 
but that it is impracticable substantially to break up big companies 
or big unions. We must, therefore, recognize that these big unions 
may be here to stay, although their conglomerate operations might 
be sheared off, they might be cut down, in some respects. The basic 
job is to identify the situations in which the big unions are abusing 
their power, or not operating in the public interest, and that is the 
job of Congress and all of us. Then it is necessary to draft appro- 
priate legislation which will prevent any big units, whether indus- 
trial or farm—such as cooperatives which you mentioned—or 
manufacturing, from abusing its power. 

Is that, in general, what you are saying? 

Dr. Nourse. That is the general drift of my testimony, I think, sir. 

Senator Kerauver. Thank you very much. 

You have something to submit for the record, Mr. Peck? 

Mr. Peck. Yes, Mr. Chairman. 

In line with the comment recently made by Mr. Chumbris con- 
cerning the volume of administered prices we have in this country, 
and his reference to Dr. Means’ statement, I have here in my hand 
part I of the hearings on administered prices held by this particular 
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subcommittee during July of 1957. On page 75, Dr. Means said 
the following—— 

Senator Ticawen. He is going to be here tomorrow, Mr. Peck. 

Mr. Peck. I just thought I might have this one placed in the 
record, 

Senator Krravver. If it is lengthy, you may question him. 

Do you want simply to put that in the record ? 

Mr. Peck. It is part of one paragraph. 

Senator Keravuver. All right. 

Mr. Pecks. It merely says: 

Most of the prices you come in contact with every day are administered prices. 
The prices in the Senate restaurant and at our barbershop and at the local 
stores, the prices of steel and automobiles at wholesale; in fact, most industrial 
prices are administered prices, and so are a large number of retail prices. Most 
wage rates would also be classed as a type of administered price. It is only 
in agriculture and some raw materials that the flexible market price is the 
usual type. 

That was what I wanted to bring up. 

Senator Krrauver. We will ask Dr. Means to comment further 
tomorrow. May I just say at this point that agricultural products 
are a big part of what people buy. 

It has been called to my attention that there were two very splendid 
articles on this general subject by Bernard D. Nossiter in the Wash- 
ington Post, one of January 14, and one of January 20, which we will 
put in the record. 

The articles referred to may be found in the appendix on p. 4847.) 

Senator Keravuver. The committee will stand in recess until 10 
o’clock in the morning, at which time we will hear Dr. Means, who 
has been here in attendance all day. We appreciate your presence, 
Dr. Means. We will also hear from Dr. Walter Adams, of Michigan 
State University. b 

(Whereupon, at 3:30 p.m., the subcommittee recessed, to reconvene 
at 10 a.m., Saturday, January 24, 1959.) 


— 
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SATURDAY, JANUARY 24, 1959 


Untrep States SENATE, 
SvuBcoMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in the 
caucus room, Senate Office Building, Senator Estes Kefauver 
presiding. 

Present: Senators Kefauver (chairman), Carroll, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Car- 
lile Bolton-Smith, special counsel for minority; Theodore T. Peck, 
special counsel for minority; Horace L. Flurry, assistant counsel ; 

eter T. Posmantur, attorney; Dr. John M. Blair, chief economist ; 
E. Wayles Browne, Jr., economist; Walter S. Measday, economist ; 
and Gladys E. Montier, clerk. 

Senator Keravuver. The committee will come to order. 

Off the record. 

Discussion off the record. ) 

enator Kerauver. We are grateful today to have Dr. Gardiner 
C. Means, who will be our first witness. He has a statement which he 
has prepared on very short notice. 

The members of this committee are familiar, of course, with Dr. 
Means and his work, and his previous testimony before us. Dr. Means 
is one of the most highly respected economists in the Nation, and 
is particularly eminent in the field of prices as affected by compe- 
tition and concentration. He originated the concept of “administered 

rices.” Dr. Means was iiovenels economist for the Committee for 

conomic Development, chief economist for the National Resources 
Committee, chief fiscal analyst for the Bureau of the Budget, and 
served other Government agencies. He is coauthor of the book “The 
Modern Corporation and Private Property,” which is a classic study 
on that subject. We feel he is most eminently qualified to discuss 
the problem that we are looking into at the present time. A list of 
his may eegenrs will be placed in the record. 

(The list referred to may be found in the appendix on p. 4850.) 

Thank you very much for being here, Dr. Means. Your full state- 
ment will be printed in the record as if read. You may read it all 
if you wish, pass over any of it, or extemporize. You handle it as 
you wish. 

4745 
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STATEMENT OF GARDINER C. MEANS, ECONOMIST 


Dr. Means. Very good. I will skip some of the statistical part. 

Senator Keravuver. It will all be printed and I will so instruct the 
reporter. 

r.Means. Thank you. 

Mr. Chairman and members of the committee, I am delighted to 
return to testify before you. In the last 2 years, your committee has 
made great progress in the investigation of administered prices and 
their relation to inflation. 5 

When you started these hearings, it was the preponderant opinion 
that the inflation we were experiencing was the product of excess de- 
mand. This opinion was so strongly held that the Federal Reserve 
tightened its money policy in an effort to contract demand. Because 
this policy was built on a false analysis, it resulted in the depression 
out of which we are climbing all toos owly. 

Today, after experiencing inflation and depression at the same 
time, there are few who still think that this inflation has been the 
product of too much demand. Clearly, the inflation has not been 
of the old-fashioned, classical kind with all prices going up more or 
less together. 

Also, it is now generally understood that the new type of inflation 
is associated with administered prices and wage rates. For bringing 
about this understanding, I believe your committee is in large measure 
responsible. Indeed, we are fortunate that your chairman and your 
committee had the imagination to see the relation between these two 
things and the courage to focus attention on them. 

Senator Keravuver. Dr. Means, we are going to let you go on with 
your statement, unless you wish to be interrupted, but I cannot pass 
over this opportunity of thanking you very much for what you have 
said here about the committee. 

Dr. Means. I think it is the conntry that owes you a debt of 
gratitude. 

This new type of inflation is possible because of the area of discre- 
tion which is exercised both in the setting of prices and the setting of 
wage rates. It is because this type of inflation arises from the exer- 
cise of this administrative power over prices and wage rates that I 
have christened it an administrative inflation in contrast to the mone- 
tary inflation which comes from an excess of demand and in contrast 
to the reflation which accompanies the recovery from a serious de- 
pression. 

Today I should like to present some new evidence showing the ad- 
ministrative character of this new inflation; then I will discuss the 
roles of labor and management in generating administrative inflation ; 
and finally I want to explore the directions in which we might move 
toward preventing this type of inflation. 

At this pa am going to try to move toward Senator Wiley’s 
question of how we deal with the problem, although I shan’t be able 
to give final answers. 
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ADMINISTRATIVE INFLATION 


I have here four charts which tell the story. The first chart shows 
how prices rise in a classical inflation in which all groups of prices 
move up more or less together. 

Senator Keravuver. All these charts will be made a part of the 
record. 

(The charts referred to are as follows :) 

o 
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TABLE I.— Wholesale price changes, by product groups, 1942-53 
[Table for chart I] 


Price index 


(1947-49= 100) Measure of 
Weights! Product groups a a, |; 


1942 1953 


Lumber and wood products... .-.--- jahnimibeatiat 45.4 120. 2 
Metal and metal products 64.9 126.9 
Processed foods fons aaene 59. 1 104.6 
Machinery and motive products. - 71.2 123.0 
Fuel, power, and lighting materials. _..........-..------ 66.4 109. 5 
Farm products-_. ; 59. 2 97.0 
Nonmetallic minerals amncaseee 74.1 118. 2 
Hides, skins, leather and leather products. niGaanestiaets 64.0 98. 5 
Chemie: ils and allied products _.. haaie ; 69.3 105. 7 
Furniture and other household durables... --- ; 76.8 114.2 
Tobacco manufactures and bottled beverages....------ 79.1 115. 4 
Textile products and upparel_.---- ns inn 68.9 97.3 
Rubber and rubber products-..---- jcekedicedbhcankt 100.6 125.0 
Bo RN ee 64.2 110.1 


— i 


_ 


PAD SEENON SHPHYS 
AAW WR OUNIHINO 


1 The total weights do not add to 100 because 1947 weights were used, and before 1947 there was no index 
for pulp, paper and allied products and the miscellaneous products was not comparable. Their combined 
weights amounted to 7.6 points. 


Source: Bureau of Labor Statistics. 
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Taste 2.—Wholesale price changes, by product groups, 1942-47 
(Table for chart IT} 


Price index 
(1947-49 = 100) Measure of 


Weights! Product groups change 


ss 


Lumber and wood products 

Farm products 

Processed foods 

Hides, skins, leather and leather products. 
Chemicals and allied products 

Textile products and apparel. 

Metals and metal products 

Fuel, power, and lighting materials - - _ -- 
Machinery and motive products 
Nonmetallic minerals 

Furniture and other household durables-...............-- 
Tobacco manufactures and bottled beverages 
Rubber and rubber products. 

Wholesale price index 


ee 


-_ 


PPepSrnSsses 
QPWOWONAADeI-IO 


_ 
FSPSPASSRSESSH 
DOK OKwkrCOKWOrnN 


1 The total weights do not add to 100 because 1947 weights were used, and before 1947 there was no index 


for pulp, paper, and allied products and the miscellaneous products was not comparable. Their combined 
weights amounted to 7.6 points. 


Source: Bureau of Labor Statistics. 
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TaBLe 3.—Wholesale price changes, by product groups, 1953-57 
[Table for chart IIT] 


Price index 
(1947-49 = 100) Measure of 
Weights Product groups change] 


1953 1957 


Motel end motel peeGueis..«.. ...~.. cc ccccccccsccccccsse 151.2 
Machinery and motive products. - L 146.1 
Rubber and rubber products._-.-- 145. 2 
Nonmetallic minerals 134.6 
Pulp, paper, and allied products ‘3 129.6 
Tobacco manufactures and bottled beverages 126.1 
Fuel, power, and lighting materials 117.2 
Furniture and other household durables...............-- 4. 122, 2 
Chemicals and allied products. -- 5. 109. 5 j 
Processed food 105. 6 | 
Hides, skins, leather and leather products__-.-.-...- § 99.4 
Lumber and wood products. 119.0 
Textile products and apparel. ‘ : 95. 4 
Farm products . 90.9 
Miscellaneous products. - - 3 89.6 
Wholesale price index 117.6 


_ 


- 
PONS HE HNAPNNANE SF 
aNIAORNONN re 





Source: Bureau of Labor Statistics. 
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TABLE 4.—Wholesale price changes, by product groups, 1953 to October 1958 
[Table for chart IV] 


Price index 


(1947-49= 100) Measure of 
Weights Product groups Bi ee change 


1953 October 1958 


Finished and semifinished steel 

Machinery and motive products. --- 

Fabricated steel products ! 

Rubber and rubber products... 

Nonmetallic minerals-..-...... jacisinielaiinadiaen 

Pulp, paper, and allied products 

Tebacco manufactures and bottled beverages..........-- 
Furniture and other household durables 

Metal and metal products (except steel) ?_- 

Processed foods 

Chemicals and allied products.................-.-..----- 
Fuel, power, and lighting materials 

Hides, skins, leather, we 

Lumber and wood products 

Textile products and apparel .............--.<c<<-csccccce 


- 


PReppaneaSs 
PINTO PANID*IOCHW ES NOONIHO 


- 
PHErPrn 


Miscellaneous products ' a 
Wholesale price index . 119.0 +8.1 


1 Contains foundry and forged products; metal containers; hardware; fabricated structural metal products; 
fabricated nonstructural metal products. The weighted index resulting from combining these separate 
indexes contains some nonsteel products which could be removed by a more detailed segregation but is not 
likely to alter the index significantly. 

2 Contains Iron ore; iron and steel scrap; pig and ferroalloys; nonferrous metals; plumbing equipment; 
heating equipment, The resulting weighted index contains some items of steel, particularly in plumbing 
and heating equipment, which involve both steel and other metals, particularly cast iron. Since nonferrous 


metals carry 71 percent of the weight in the combined index, the steel inclusions cannot significantly in- 
fluence the index. 


Source: Bureau of Labor Statistics. 


TECHNICAL Note.—Charts I to IV are based on the Bureau of Labor Statistics 
wholesale price data, With the exception of the three categories, steel, fabri- 
cated steel, and metal and metal products other than steel in chart IV, the 
weights indicated are:those reported by the BLS and the percentage price 
changes are those computed directly from the published BLS indexes for the 
respective groups. In the case of the three exceptions in chart IV, the per- 
centage increase in steel prices is that of a weighted index of steel prices 
made by combining the indexes of semifinished and finished steel prices. The 
percentage increase in fabricated steel is that of a weighted index combining 
fabricated structural metal products, fabricated nonstructural metal products, 
foundry and forge shop products, metal containers and hardware; the per- 
centage increase in metal and metal products except steel is that of a weighted 
index of all categories in the BLS group, metal and metal products, that are 
not included above and contains iron ore, iron and steel scrap, pig iron and 
ferroalloys, nonferrous metals, plumbing equipment and heating equipment. 
The latter index undoubtedly contains some fabrications of steel while the 
fabricated steel index contains some fabrications of nonferrous metals, par- 
ticularly copper and aluminum. A more complete segregation of fabrications 
of steel and nonferrous metals was not possible in the limited time available 
for preparing the above testimony. 
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The classification of the price groups into those dominated by price adminis- 
tration, mixed, and those dominated by market prices is based on general knowl- 
edge. It is consistent with the findings of the BLS on average frequency of 
price change except in five cases as is shown in the table below (the five excep- 
tions are in parentheses) : 


Classification in charts I-IV 
Average number 
of price changes 
per item, December 1958 


Groups dominated by price administration : to December 1956 ! 


DER CHENOS GG FAOIVC DEOCU Eien cct nec hs sagesebeeacaneee 6 

DppnenttIe SIRTIOON Ss Seen cae nanenenee (11 

‘Opel Grill DOVOrNICS sin gence enwademaneanes 2 

Rubber and rubber products 

ene a SO 1B OUND a See ee oa anmnwacnieniagaion 
Mixed groups: 

Chemicals, ete_-. 

Fuel, power, ete_:.-.--- sida: at ax Scag alma ich tia hee alee aaa 

Furniture, ete 
Groups dominated by market pricing: 

Hides, leather and products 

Lumber and wood products 

Textiles and apparel 

PD PONE ici Sct tomate Dae aah diaaekamate 

Farm products 

PRO ONS POO UC IB. n ond edncewsnna rasan aan 

1 Frequency of change in wholesale prices, Bureau of Labor Statistics, November 1958. 
The five departures from the BLS frequency count were made for the follow- 

ing reasons: For miscellaneous products, two-thirds of the index by weight is 
made up of seven animal feeds such as cottonseed, whose prices change practi- 
cally every month, while great inflexibility is shown in the prices of a consider- 
able number of items such as toys, sporting goods, firearms, etec., each of which 
has little weight in the index but whose inflexibility brings down the average 
frequency of price change for the entire group. For textiles and apparel, the 
price lining of clothing gives an appearance of infrequency of price change which 
is greater than the degree of flexibility actually present. For chemicals, the 
infrequency of change for a large number of items of small weight plus the 
uncertain quality of the data relied on by the BLS make the frequency classi- 
fication of doubtful value. For rubber and rubber products, the classification 
was borderline and based on the role of a few producers in making tires—the 
most important rubber product. For nonmetallic minerals, the BLS figure of 
frequency in this particular group is in part the sum of changes in price in 
noncompeting markets such as those for brick and crushed rock rather than the 
average change in such separate prices, and, therefore, the BLS frequency 
figure seriously exaggerates the average frequency of change. 


Senator Krrauver. You are now referring to what is marked as 
chart I “Wholesale price changes—By product groups—1942-53.” 

Dr. Means. Yes, Iam. The chart covers the period from 1942 to 
1953 and includes both the inflation following World War IT and the 
Korean war inflation. By the height of the columns it shows the per- 
centage rise of each of the major commodity groups in the Bureau of 
Labor Statistics wholesale price index. The width of each column 
represents the weight that each group receives in the wholesale index, 
that is its relative importance in our economy so far as wholesale 
commodities are concerned. The area of each column represents the 
contribution that each group made to the war inflations. 

The first thing to notice in the chart is that all the commodity groups 
rose in price and by not too different amounts, except for the extremes 
of lumber at one end and rubber at the other. Thus you have the great 
bulk of them falling into about the same area, the same percentage in- 
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crease, whereas rubber, over at this end, and lumber at this end 
[pointing to the right and left extremes of chart I], did not in- 
crease in the same proportion, the lumber going up very much more, 
rubber very much less. The rise of the total index in this period 
was 71 percent and for nearly three-fifths of the groups by weight the 
increase fell within a range of 62 to 77 percent. This price rise was 
thus fairly general. 

The second thing to notice is the distribution of the black and gray 
columns. The black columns represent the commodity groups in which 
price administration plays a major role. For example, most of the 
products included in machinery and motive products have highly ad- 
ministered prices. Also in metals we have mostly steel and steel prod- 
ucts whose prices are administered. But, of course, each group includes 
some market-priced commodities such as steel scrap or the nonferrous 
metals like tin, copper, lead, and zinc whose prices are really made 
in world markets. In spite of the fact that oak group is a mixture of 
some administered prices and some market prices, those represented 
in black—metals, machinery and motive products, tobacco, rubber, 
and nonmetallic minerals—are administration dominated. Similarly, 
the three dark-gray columns for fuel and power, for household dur- 
ables and for chemicals are intermediate mixtures, while the light-gray 
columns represent the highly competitive industries such as textiles; 
leather materials; lumber and wood products; and, of course, farm and 
food products. Now the thing to notice about this chart is the way in 
which the black and gray columns are scattered. There is no evidence 
that administered prices as such had a tendency to go up more or less 
than market prices. ‘The black and gray are distributed randomly. 

Let us now turn to the second chart which shows the first part of the 
inflation arising from World War II. Thechart covers the period from 
1942 to 1947, but most of the price rise was in the 2 years after the 
end of the war. 

Senator Kerauver. Excuse me, Dr. Means. I think we should 
identify that period. You said most of the price rise was in what 
years ? 

Dr. Means. From 1945 or early 1946-47. 

Senator Kerauver. Those were the years when controls were taken 
off; is that right ? 

Dr. Means. That is right. 

Senator Keravuver. OPA was gradually taken off? 

Dr. Means. That is right. From 1942 to 1945 the price control 
system was quite effective. 

Senator Kerauver. You mean from 1942 to 1945—— 

Dr. Means. From 1942 to 1945 the price controls were quite 
effective. 

Senator Krravver. So prices remained constant and fairly low dur- 
a” time? 

r. Means. That is right, fairly constant. 


Senator Kerauver. Then, as I remember, the big surge upward was 
1945 and 1946 and 1947? 

Dr. Means. That is right, when controls went off. 

Senator Kerauver. When controls went off ? 

Dr. Means. That isright. 





4758 ADMINISTERED PRICES 


Here we have a fairly general rise in prices but it is clearly led by 
prices in the highly competitive industries represented by the light- 


pray columns. You see, the big light area here [pointing to the left 
alf of chart II] represents the amount of rise. The contribution 
of this group to the total price index increase is represented by this 
area, and you can see that the rise was dominated by the flexible 
rice commodities. The administered prices lagged very much be- 
pind and in that way slowed up the process of inflation. 

The price averages for the mixed and the administration-dominated 
groups represented by the dark gray and the black columns rose very 
much less. Here we have the effect to be expected in a monetary 
inflation. The excess demand had its initial impact on flexible market 
ca while administered prices clearly lngned behind. Only in the 
ater stages of this monetary inflation did administered prices catch 
up with the general rise. 

Now let us look at the inflation from 1953 to 1957, both years of 
moderately high economic activity. This is shown in chart III. 
This, of course, is the inflationary process that we are now talking 
about, the recent current inflation. 

Here clearly the price rise has come primarily in the groups domi- 
nated by administered prices. With one little exception, that of rub- 
ber, the five administration-dominated groups, the black columns, rose 
most, the three mixed groups, the dark-gray columns, come next, and 
rose to an intermediate degree and the classically competitive prices 
for food, leather, lumber, textiles, and farm products as groups either 
went up little or actually declined. Even the exception, rubber, helps 
to prove the rule. 

want to change that. I thought, originally, as I was drawing 
the chart under pressure, that the price index for rubber and rubber 
products was dominated by the price of rubber. But on further 
investigation, I find that the price.of rubber represents only a. very 
small part of the total index. I know well that the rubber industry, 
the manufacturing of rubber, is fairly concentrated. Therefore, we 
could appropriately classify even this exception as black. So that 
that somewhat ruins my exception. (All four charts have been ad- 
justed by indicating rubber and rubber products in black.) 

Senator Krrauver. As I understand, in the rubber industry the 
manufactured product is, you say, highly concentrated, and you mean 
administered price 

Dr. Means. The price is administered. This involves automobile 
tires, and a lot of smaller, less important rubber products. 

Senator Kerrauver. Whereas the cost of crude rubber is fairly 
competitive ? 

Dr. Means. That is right for natural rubber. I really have not 
Jooked into that industry to make sure just what the relation between 
the natural rubbers and the manmade rubbers is, and it may be that 
the manmade rubbers also have some degree of administered price— 
: en Writer. All this testimony relates to wholesale prices, now; 

oesn't 1t ¢ ; 

Dr. Means. Very definitely to. wholesale prices. 

Senator Witry. Can we expect that you will go into the items that 
have made these prices, showing the variation in those price items 
during the years that you spoke of? For instance, I am talking now 
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about the raw material, I am talking now about the labor, I am talk- 
ing about the taxes, I am talking about other items that go into the 
product itself. Now, are you breaking that down for us? 

Dr. Means. No; a week’s time was not sufficient—— 

Senator Witey. What is that? 

Dr. Means. A week’s time for preparation was not sufficient to do 
something like this. I prepared this within the last week—I pre- 
pared these charts. 

Senator Wirixy. One other question, and then I won’t interrupt. 
Will you define for us what you mean by “administered prices” in 
relation to these commodities / 

Dr. Means. I would define an administered price as a price which 
is set and maintained for a period of time and a series of trans- 
actions. That is a very precise definition. And I think that one can 
take any price situation and break it down and find out whether the 
price is administered or is not. Sometimes the price may be admin- 
istered by a utility commission, as in the case of some public utility 
rates. It may be labor wage rates that is being administered by the 
joint activity of business and management in arriving at a specific 
wage contract. But once the contract is signed, then the companies 
buy as much labor as they choose at that administered wage rate. 

fieater Witey. Is labor a matter of administered price? 

Dr. Means. I think once you get a wage contract signed, then the 
price for labor, the wage rate, is an administered price. 

Senator Witery. Thank you. 

Dr. Means. And in the days before unions were strong, a great 
many wage rates were administered by business itself, just as they 
also administered prices. 

To return to chart II, the pattern is clearly that of an administra- 
tive inflation—with the administered prices dominating the price 
increase. These figures alone would make the administrative char- 
acter of the inflation abundantly clear, even if we did not have the 
simultaneous inflation and depression to prove that the inflation 
was not a result of excess demand. 

I have one more chart which brings this administrative inflation 
more nearly up to date. This chart IV carries the inflation from 1953 
to October 1958, the latest month for which I had figures available. 
It differs from the earlier charts in one respect. In this chart I have 
divided metals and metal products into three categories—steel, steel 
products, and other metal products. Each of these is plotted sepa- 
rately and only the first two are given the black color to represent 
domination by administered prices. The other group, metal and 
metal products, is given a dark gray to indicate a mixture of ad- 
ministered prices such as aluminum and nickel and such market 
prices as iron and steel scrap and those of tin and other metals 
whose prices are made in world markets. Looking at the chart, 
you can see the same general pattern exists as in the preceding chart 
except that the dominating role of steel prices in this administrative 
inflation is clear. Not only have steel prices risen most but the 
steel-using machinery and motive products and other steel products 

ave risen more than any other groups. In fact, these steel and 
steel-using groups account for two-thirds of the gross increase in 
prices shown in the chart, that is, two-thirds of the area above the 
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base line [pointing to the three black columns at the left of chart 
IV]. This whole area, two-thirds, is represented by the steel and 
steel-using industries. The administered price groups marked in 
black account for 85 percent of the gross increase in the wholesale 
price index. at 9 

If these groups had not gone up in price, the wholesale price index 
would have risen less than 1 percent and, so far as the wholesale price 
index is concerned, there would have been no inflation. Anyone who 
thinks the recent inflation is not an administrative inflation had 
better study the record. 

Senator Kerauver. Dr. Means, let me see if I get this correctly. 
You said if there had not been an increase in steel and steel product: 
you would only have had an overall increase during the period o 
what percent ? 

Dr. Means. Two-thirds of the gross price increase would have 
been a product of the steel-using industries. 

Senator Keravver. But then balancing it out with the price de- 
creases, you said that the-—— 

Dr. Means. If the prices of steel, steel products, and the products 
of steel-using industries had remained constant, the wholesale price 
index would have gone up less than 2 percent. If the administered 
= industries, as such, not only steel and steel using but all, had 
1eld their prices constant, the wholesale price index would have gone 
up less than 1 percent. What you would then have is that the amount 
these dark gray and light gray groups representing mixed or highly 
competitive industries went up [pointing to the gray columns above 
the base line of chart IV] would just about counterbalance the prices 
that went down, that is, the groups of prices that went down [point- 
ing to the columns below the base line of chart IV]. If we take these 
black ae out of the picture, by assuming that their prices remain 
constant, then this area would just*equal the area below the line. 

Senator Keravver. Dr. Means, is this proof of the point that the 
subcommittee was right in putting great emphasis on steel in the last 
2 years, and in urging leaders in the steel industry, the union in the 
steel industry to hold the price line, and the President of the United 
States to use his ~_ offices also, to make the leaders of both realize 
the importance of holding down the price of steel ? 

Dr. Means. I think so very much, indeed. I think steel is very 
close to the heart of the administrative inflation of the last 5 years, 
more particularly of the last 3. 

Senator Keravver. Looking at machinery and motive equipment, 
and fabricated steel, it would have been difficult for them to hold their 
prices down unless the big steel companies were going to hold their 
pricesdown? Isn’t that right? 

Dr. Means. Yes, that is right. And you will notice that the auto- 
motive products, the machinery and automotive products, do not go 
up as much as steel prices. It would be expected that first their direct 
costs would go up somewhat because of steel, not a huge amount but an 
appreciable amount. One would expect also that they would raise 
their prices by more than just the additional cost of steel simply be- 
cause that is standard practice and appropriate practice. In retail, 


if the cost of the retailers’ product goes up 10 percent, he will raise 
his price 10 percent. 
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Now, when you have the price of steel go up a small amount, let us 
say the price of steel goes up 10 percent, the cost of a the 
product may go up 1 percent, and so the manufacturer is very likely, 
if he adopts traditional practice, to raise his price 1 percent. The 
effect is not large. I would expect that a major part of the increase in 
these prices here came as a reflection of a general attitude of price rais- 
ing that grew out of the action of the steel industry, rather than out of 
the direct increase in their cost. 

Senator Kreravuver. In saying you would expect that in “these in- 
dustries here,” you are referring to machinery and motive products, 
fabricated steel, and so forth ? 

Dr. Means. That is right. 

Senator Kerauver. Now, one other point, and then I won’t interrupt 
you again. You show here that farm products during this period 


seemed to be down approximately 8 percent, it appears to be that on 
the chart—— 


Dr. Means. Yes. 

Senator Kerauver. That does not reflect the complete picture of 
the situation because as these products were going down, the products 
which the farmer has to buy were going up. 

Dr. Means. Yes, some of their costs will have gone up as they buy 
agricultural machinery. They are in somewhat of a squeeze. 

Senator Krerauver. Mr. Peck. 

Mr. Prcs. Dr. Means, you say that during this period the prices 
of steel manufacturers, steel users, and fabricators, lead the parade, 
so to speak. It is noticeable to everyone, I suppose, that in these 
particular fields the concentration of heavily organized labor is pres- 
ent, the people like the steelworkers, the automobile workers, the 
structural ironworkers. Would you care to comment, sir, on the 
effect of the concentration of organized labor in these particular 
fields where you say the prices have increased noticeably ? 

Dr. Means. In my introductory remarks here I said I was going 
to discuss the relation of labor and management to the inflation. 
Supposing I go on with my paper—— 

Mr. Prcs. All right, sir. 

Dr. Means. Because I think, if you want to ask further questions, 
you can do so at that time. 

Senator Kerauver. Yes. We discussed that, and we will defer that 
question until that time. 

_ Dr. Means. Now, the question of the source of administrative 
inflation. 

Once we accept the fact of administrative inflation, the next prob- 
lem is to discover its source. Business management calls it wage in- 
flation and blames the unions. Labor points to the pricing power of 
management and says this power has been abused. Can we get 
light on this question ? 

Here we are greatly indebted to your committee for the facts which 
were brought out in the hearings on steel and automobiles. I have 
been making an intensive study of the steel hearings record and will 
present some of my preliminary findings with respect to the source 
of the administrative rise in steel prices. To focus on steel prices 
seems appropriate not only because steel is a kingpin in the admin- 
istrative inflation as we have just seen, but because steel is a kingpin 
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in our whole economy with its price effects cannify ing in all direc- 
tions. What is the source of the increase in steel prices 

Before I try to answer this question I want to clear up one mat- 
ter. Thesteel hearings were in considerable measure confused by the 
question of whether Tabor or management was responsible for the 
inflations which immediately followed World War II and the out- 
break of the Korean war. At the previous hearings I suggested that 
neither was to blame; that these inflations were monetary in char- 
acter and growing out of an excess of demand; and that, if anything, 
administered prices and wage rates had lagged behind in the genera] 
prise rise. We have just seen that this was so in chart II which shows 
much more of a rise from 1942 to 1947 in the most competitive in- 
dustries and a much smaller rise in groups dominated by price admin- 
istration. 

The evidenee presented in the steel hearings beautifully illustrates 
this point. Careful analysis of the data introduced by management 
shows that both the employment costs oe ton in producing steel 
and the prices of steel lagged well behind the general price rise until 


the last stages of these war inflations. During most of this inflation 
period, wage rates went up less quickly than the increases in produc- 
tivity and in cost of living would justify and by 1953 had hardly 
caught up with the genera] rise in the price level. Thus, as far as the 
monetary inflation resulting from the two wars is concerned, we can 
say that neither labor nor management was responsible. We can 
even, say that the responsible behavior of each operated to slow up 


the inflation which arose from excess demand. 

The administrative inflation since 1953 is quite a different matter. 
In. my testimony before you a year and a half ago, I pointed out that 
in theory an administrative inflation could arise either from labor 
seeking to. push up wage rates faster than productivity or from man- 
agement seeking to increase profit.margins, or from a combination 
of these two. Also, I said I did not know how much eaeh possible 
source contributed, but I suggested that. each: probably contributed its 
share. But let us look at the record. 

In the steel hearings, as you will recall, a great deal of attention 
was focused on the average $6 increase in the prices of finished steel 
which took place in July 1957. On this, Mr. Blough, chairman of 
the board, U.S. Steel Corp., testified as follows: 

In our most recent negotiations last year—after a 5-week strike—we signed 


a labor agreement. It was that labor agreement which foreordained our recent 
price increase. 


On July 1 of this year. we faced; what our recent total wage-cost history demon- 
strates was about a 614-percent increase in our total costs per man-hour; and, 
to cover these costs in part— 


notice that “in part”— 
we raised our steel prices by an average of 4 percent (hearings, p, 211). 


There are.three points to notice about this placing of the entire 
blame for these price increases on the labor contract. 

First, the statement of costs:is in terms of costs per man-hour, not 
in terms of cost per ton. At no point in the formal presentation by 
the company was the effect of the increase in productivity that is, in 
output per man-hour, considered or the net effect of the wage increase 
on cost per ton discussed. And, ofcourse, it is costs per ton and not 
per hour which are important for pricing. 








yut- 
hat 
Lar- 
ng, 
eral 
OwWws 

in- 
nin- 


ates 
nent 
steel 
intil 
tion 
duc- 
rdly 
3 the 
, ean 

can 
vy up 


itter. 
that 
labor 
man- 
ation 
ssible 
ed its 


ntion 
steel 
an of 


signed 
recent 


lemon- 
'; and, 


entire 


ir, not 
ion. by 
; is, in 
crease 








ADMINISTERED PRICES 4763 





Second, Mr. Blough’s 614-percent increase due to the labor contract 
includes not only the increase in employment costs expected but also 
the expected increase in the cost of purchased materials and services 
per man-hour of employment. The company argued that, historically, 
when their employment cost per man-hour went up $1, their total 
costs—including both employment costs and cost for purchased raw 
materials, fuel, and services—went up more than $2 (hearings, p. 244). 

This is more or less what one would expect in a monetary inflation 
when everything goes up more or less together.. Whether it could be 
expected in an administrative inflation is something we need not 
discuss at this point. What is important is that the corporation rea- 
soned that since employment costs per man-hour were going up nearly 
6 percent, total costs divided by total man-hours oath be expected to 
go up 614 percent. 

The third thing to notice is that there is no reference to the changes 
in steel prices since the previous adjustment of steel wages to produc- 
tivity in the summer of 1956. Yet finished steel prices had been in- 
creased an average of $5 a ton during the winter of 1956-57, primarily 
through increasing steel extras. Also a 3-cent cost-of-living increase 
was required by the labor contract in the same period, Both of these 
increases need to be included if we are to appraise Mr. Blough’s con- 
clusion that the labor contract forced the $6 increase in steel prices 
in July 1957. We can restate the problem: Did the increased costs 
per ton of steel resulting from the lye contract, including both the 
cost-of-living increase in the winter and the July 1 increases justify 
an $11 inerease in steel prices? 

In the hearings, there was a great deal of confusion as to the in- 
crease in employment costs per hour due to the labor contract. 

Senator Kurauver. We tried to get the companies to translate this 
on a per-ton basis, as you just stated, but we were never able, very 
successfully, to get the information, as you will recall from reading 
the hearings, 

Dr. Means. However, I think a careful examination of the figures 
a they provided will allow us to do that job more or less success- 

ully. 

Senator Kerauver. Yes. I agree with you it would, 

Dr. Mrans. Labor estimated 16.4 cents per hour. Management 
estimated 21 cents an hour. But when we get back of this confusion, 
there turns out to be a surprising degree of agreement on the increase 
of employment costs per hour for production workers. To make this 
clear we need to consider relia the increases due to the cost-of- 
living adjustment and the adjustment for the increase in productivity. 

_Lam going to skip page 11 and page 12 and summarize the conclu- 
sions. These figures indicate—— 

Senator Kerauver. So we can have a better understanding, why 
don’t you go on and read it ? 

Dr. Means. All right. I thought I might be boring you by too 
much statistics. 

Let us take up first the productivity increases on July 1, leaving 
for a moment the two adjustments for the cost-of-living. , 

Senator Kerauver. When you refer to July 1, or some other date, 
will you say 1957 or 1958? 
Dr. Means. July 1, 1957. 
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Senator Keravver. All right. , ; 

Dr. Means. Both management and labor submitted their estimates 
of the increase in employment costs per hour for workers covered by 
the union and taking account of all fringe benefits. Using the man- 
agement figures, we get an estimate that the increase would amount 
to 15.2 cents an hour or an increase of 4.5 percent in employment cost 
per hour.* 

According to the labor estimate, the increase would amount to 13.4 
cents per hour or an increase of 4 percent.? 

You can take your choice or split the difference to get a 414 percent 
increase and not be far wrong on the productivity increase in employ- 
ment cost per hour due directly to the labor contract. 

The steel management also submitted figures indicating 20.9 cents 
an hour as the increase in the employment cost of workers not cov- 
ered by the contract, mostly salaried workers, salesmen, and officials, 
amounting to an increase of 4.5 percent, a figure which the union 
would undoubtedly want to shade a little.* Again we won’t go far 
wrong if we use 414 percent as the increase in the non-union employ- 
ment cost per hour. This means that for the whole of the steel’s activ- 
ity, employment cost per hour want up approximately 414 percent. 

Senator Keravver. That is, those covered under the Steelworkers’ 
contract and those not covered ? 

Dr. Mraws. Yes, and all their other employments costs. 

But the 414 percent is the increase in employment cost per hour. 
How much did this really increase employment cost per ton of steel 
as compared with the preceding summer. Obviously, if productivity 
increased 414 percent, this July 1, 1957, increase in employment cost 
per hour of 414 percent would not involve any increase in employ- 
ment costs per ton over the previous summer. How much should we 
allow for increased productivity? Management did not attempt to 
make an adjustment as Mr. Blough’s figures clearly indicate. But 
management did present figures showing a cumulative average in- 
crease of 2.8 percent a year from 1940 to 1956—2.8 percent increase 
in Sarees tags or in output per man-hour.* 

he union arrived at 3 to 3.1 for essentially the same period and 
also argued that the rate of increase in productivity had increased in 
more recent years. A Bureau of Labor Statistics study found a rate 
of increase in output per man-hour of 3.3 percent from 1947 to 1953— 
that is for a shorter and more recent period than that covered by 
either the management or labor figures that I have just cited—and 
from 1953 to 1955, the BLS figures showed for the change between 


1 Hearings, pp. 1027, 1028. Management’s estimate, 19.4 cents, less 4.2 cent cost-of-living 
adjustment. Labor's estimate 17.4 cents less 4 cent cost-of-living adjustment. The 4.5 
cents an hour figure for the cost of living increase for all employees given by management 
has been apportioned between union and nonunion in proportion to their respective employ- 
ment costs per hour, giving 4.15 cents per hour for union and 5.66 cents per hour for 
nonunion, The average employment cost a worker covered by the union was given by the 
United States Steel as $3.36 for the second quarter of 1957. 

2 Henrings, p. 462. 

’ Hearings, pp. 1027, 1028. Increase equals 26.6 cents per hour less cost-of-living 
adjustment of 5.7 cents. See footnote 1, p. 11. The average employment cost per hour 
ee employees was given by United States Steel as $4.59 for the second quarter 
of 1957. 

*Hearings, p. 1449. The figure — given is 56.3 percent increase from 1940 to 
1956. This is equivalent to 2.8 compounded annually for 16 years, 
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these 2 years, both of which were years of relatively high production, 
an average increase of 4.3 percent a year.® 

If the high rate of increase in output per man-hour of 4.3 percent 
a year adjusted to a sustained rate of production has continued, and 
there is no reason to think it has not, then, apart from the cost-of- 
living adjustment, the employment cost per ton for production work- 
ers should not have changed at all for a given rate of operations. 

Also, according to the BLS study, the output per man-day of non- 
production workers—salaried personnel, etc.—increased between 1953 
and 1955 by 4.6 percent a year.°® 

If the employment cost per hour for this group only went up 414 
percent, then the employment cost per ton of steel at a standard rate of 
operations should have gonedown. Altogether, I can find no evidence 
that the employee-cost per ton was increased by the requirements of 
the labor contract apart from its cost-of-living provisions. Also, 
since the steel corporation finds the very high correlation between a 
rise in employment costs and total costs, the latter should not have 
gone up if there had been no cost-of-living increase. 

This brings us to the 3-cent cost-of-living increase in the winter 
of 1956-57 and the 4-cent increase of July 1, 1957. The steel 
corporation adds something to the 4 cents, an extra half cent, partly 
for the increase in fringe costs and partly for the greater cost of a 
proportional cost-of-living increase for nonproduction workers and 
officials whose average pay is higher. If this is justified, we have to 
add a comparable amount to the 3-cent increase. This gives us a 
7.9-cent increase in employment cost per hour or an increase of 2.2 

ercent in employment cost per hour, which is not offset by an increase 
In productivity.’ 

s far as I can see, this is the magnitude of the direct increase in 
costs per ton arising from the labor contract. And this includes the 
officials and the salaried workers as well as the wage earners. 

Should we also assume that other costs went up in somewhat the 
same proportion. This is what one could expect in a general inflation 
arising from excess demand, as I have already said. But there is no 
reason to expect such an increase in an administrative inflation and the 
evidence since that period shows other costs per ton going down from 
the summer of 1956 to June 1957. These reductions in other costs per 
ton could easily offset the increase in employment costs per ton due to 
the cost-of-living increase. In my opinion, they probably did. But 
even if we assume other costs per ton constant, the 2.2 percent cost- 
of-living increase in employment costs per ton would entitle the steel 
company to a cost-of-living increase in the price of steel of only 1.2 
percent or $1.75 a ton, not the $6 increase which was to cover a part 
of the increase due to the labor contract nor the $11 increase ca 
actually occurred in the labor contract year 1956-57. 

Senator Keravuver. If I may just interrupt here—off the record. 

(Discussion off the record.) 


5“Man-hours per Unit of Output in the Basic Steel Industry, 1939-55,” pp. 6. 8. The 
actual figure given is a 3.2 percent a year decrease in man-hours per unit of output. The 
“lo ~ this gives 3.3 percent as the average annual increase in output per man-hour. 
d., p. 8. 
™The average employment cost per hour for all employees was given by the United 
States Steel as $3.64 fur the second quarter of 1957. Hearings, p. 1027. 


35621—59—pt. 9-6 
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Senator Keravver. At page 41 of the report of this subcommittee 
of March 13, 1958, on the steel industry, there is a table showing what 
we found to be the increase in the cost per ton of steel based upon both 
the companies’ figures and the union estimate of the increase in wages, 
and other objective data. We found that based on 164% hours per 
ton, the increase in the cost per ton of steel resulting from the wage 
increase would be $2.71 per ton. At 15.4 hours per ton, we found 
the increase would be $2.53 a ton. At 15.2 hours per ton, we found 
the increase would be $2.49 a ton. 

Your testimony shows our estimates to be too high, and that the 
increase in the cost of steel per ton resulting from the wage increase 
should be $1.75. 

Dr. Means. That is right. I would regard your figure as too high, 
first, because I think it has not taken full account of the impact of 
productivity. And secondly, of course, in comparison with the $6 
per ton increase, it leaves out of account the $5 increase that took 
place during the winter. So that you compare the $2.71, etc., with 
the $6 increase, and I compare the $1.75 with the $11 increase. I 
think the valid comparison is the latter. 

Senator Krrauver. Dr. Means, the difference between your $1.75 
per ton and our estimate of $2.49 to $2.71, whichever you want to take, 
and the $6 per ton that was actually put into effect purely inflationary! 

Dr. Means. Oh, definitely, yes, unless someone can find some other 
basis for justifying it than the labor contract. 

Senator Krrauver. And you point out some of the other factors 
that might be considered ? 

Dr. Mrans. Yes, [am coming to that in a moment. 

Senator Keravuver. Yes. 

Let me make it clear at this point, you are not employed and have 
no connection with any group in organized labor ? 

Dr. Means. No; definitely not. Nor do I now have any connection 
with business enterprise, except for my own little business. 

Senator Kerauver. I know that no one would ever question your 
integrity. You are sincerely trying to get the true facts. But, since 
you had reached a per ton justified increase below what we had, I felt 
I should make this pomt amply clear for the record. 

Dr. Means. Yes. 

Senator Keravuver. Just in case someone did not know you as I 
know you. 

Senator Witry. Mr. Chairman, I would like to ask a few questions 
here if I might. 

If I got your last statement, it was to the effect that the way you 
figured the wage increase, the wage increase alone would have justified 
an increase in the wholesale price of steel of $1.75? 

Dr. Means. That is right. 

Senator Witry. But the company increased it $6 ? 

Dr. Means. Yes, sir. 

Senator Witry. All right. Now are there any other elements that 
should be considered when the company goes into the production of 
steel, besides a matter of labor increases? For instance, we have had 
a period here when there was not a great demand for steel. In other 
words, quantity generally means reduction in costs due to producing 
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large quantities. Then there are other elements, certainly, in the 
lant that must be considered if you are trying to determine what 
justifies an increase. Now what are those elements? 

Dr. Means. Besides the employment cost per ton there are all 
the material and service costs per ton which you have just covered. 
There remain two major costs. One, the depreciation and depletion, 
which needs to be taken into account in thinking whether a price 
increase is reasonable or not, and I am coming to that in a moment. 
The other factor of major importance that needs to be considered 
is that of taxes. Of course, the tax rates did not change during 
this particular period. 

Senator Kerauver. You are coming to this? 

Dr. Means. I am coming to it. Supposing I go on, and I will 
answer questions with respect to depreciation and depletion. 

Senator Wizxy. Are you going to outline all the items now that 
you think will justifiy your figure, and not justifiy the companies’ 
increase ? 

Dr. Means. Yes; I have covered three now, including taxes, and I 
am er, the question of depreciation and depletion. 

Senator Wizry. I want to go into this again, because there is so 
much misunderstanding about conclusions. According to your testi- 
mony, @ $1.75 increase would have been justified, but the $6 would not 
have been justified. That makes a difference of $4.25. Now, about how 
much steel goes into the average car ? 

Dr. Mrans. Could I point out that I did not say $1.75 was justified. 
I said that $1.75 was justified on the basis of the labor contract alone. 
Other costs appear to have gone down, and it may well be that no 
increase was justified. I have not gone into that, except to say that 
an increase—that there was no apparent increase in other costs. I 
will be very precise. There was no increase in other expenses. 

Senator Winey. All right. 

Dr. Means. Now, the only point at which justification for the dif- 
ference would remain is the question of depreciation and depletion, 
which I am about to come to. 

Senator Witry. All right. Now I am coming back to my question, 
because I want to see that the guilty 2re found out and not the inno- 
cent. I ask again, in your humble opinion, is there over a ton of steel 
that goes into the average automobile? 

Dr. Means. Yes; I think considerably more. If you weigh the car, 
you will get whatever the registration figures show, maybe a ton and 
somewhat more. You will get a great deal of steel] wasted in the 
process of building the ear, so that-——— 

Senator Wirey. Would you say 2 tons? 

Dr. Mgans. Well, probably 2 tons would be nearer ; yes, sir. 

Senator Witry. That is in the neighborhood of 4,000 pounds? 

Dr. Mrans. That is 4,000 pounds. 

Senator Wirry. In accordance with the figures we have here, that 
would be an increase of $8.50? 

Dr. Mrans. Yes, sir. 

Senator Witey. Yes. Now, do you think that differential of $8.50 
started the big price increase for cars? 

Dr. Means. I think it contributed. I do not think it accounts for 
it entirely; no. In fact, as I pointed out with this chart, I do not 
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think that tle major increase in the machinery and motive-product 
prices arose directly from the increase in the price of steel. small 
part of it. An additional small part came from the percentage 
markup, and a much larger part, I believe, came from the aura of 
price increases that was touched off by the steel price increases. 

Senator Wixey. I think you have answered the question—what I 
was looking for. I trust that you will do as I suggested before; you 
will take, for instance, with your fine brain, and analyze the cost to 
the buyer, who is the fellow who is contributing the cash to make the 
inflation; on any article like an automobile, starting from the cost of 
the steel] and the labor in producing the steel, into the manufacture of 
the car, and then when the retailer gets it, what he adds to it, and so 
forth, so that the average citizen can get an understanding here that 
because some big concern like the steel people—and I hold no brief for 
them—have found it necessary to increase prices in an age of inflation, 
they are not to be crucified without the facts substantiating the cruci- 
fixion. We have shooting in Cuba, and we do not want promiscuous 
shooting here. 

Now, just one other question in relation to this matter. We have 
a little runaway inflation in the stock market, too, haven’t we? Now, 
what caused that ? 

Dr. Means. I would not want to speak on that until I had studied 
it more carefully. I have not made a special study of it, and I do 
not feel competent at this moment to deal with it. 

Senator Witry. I am not trying to be funny. 

Dr. Means. I realize that it is a very important problem. 

Senator Wiiry. The point is, as we developed yesterday, because 
of the fear of the people in many instances of the diminishing value 
of the dollar, because of the lessening value in our Government bonds, 
in the investment in other bonds, and in insurance policies, the people 
are buying equities and putting that pressure or inflation on. Do 
you blame that on steel ? 

Dr. Means. I have not looked into it, Senator, to the point where 
I would want to assess blame in any direction at this time. This isa 
very complicated problem that you are raising, and one could not, 
should not abuse one’s position as an expert by talking off the cuff 
on a thing like that. I just do not dare. 

Senator Witey. You see, the purpose of this committee, and it is a 
constructive purpose—the chairman is doing a good job—is to find 
the remedy. ieliation is stealing from the savers of this country who 
have saved for old age. Inflation has taken it away, from them. We 
want the answer. If you can give us the answer, give us the remedy, 
that is the thing we want. And if there are guilty people who vio- 
lated their obligations to the general welfare, we want them exposed. 

But we do not want to do any promiscuous shooting because some 
folks—God knows, we need the big fellows. In case we have a little 
trouble with the Kremlin, we better have the boys who can produce 
the results, who will give us instrumentalities. So if you have the 
remedy, that is what I want. There is many a physician who will 
diagnose a case, as he says, and he diagnoses it rightly or wrongly, but 
he hasn’t got the remedy. We want the remedy—at least that is what 
I am looking for. 
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Senator Keravver. All right. Dr. Means, I assume after you 
give us all the facts, you will come to the remedy. But the first 
thing is to get all the facts. 

Dr. Means. I will go on on page 14. 

Senator Kerauver. At page 14 you said, according to your figures, 
that the wage increase in 1957 would have justified a $1.75 per ton 
increase in the price of steel. Then you were going to go on to other 
items which should be considered. 

Dr. Means. Whether the rest of the price increase can be justified 
on other grounds, I cannot yet say. Management points to the effect 
of inflation on depreciation charges when accounting is based on 
historical cost. Also to measure the rate of profit on assets valued 
on a historical cost basis is to take no account of the actual inflation. 
At present I am studying this matter. However, it is difficult to 
believe that the difference between $1.75 and $11 can all be justified 
on that basis, particularly in the light of the large increases in price 
which had already taken place since 1953 in a period in which there 
was not general inflation among wholesale prices. 

As far as I can see, we have here a clear case, not only of the 
existence of an important degree of pricing discretion, but the exer- 
cise of that power to increase prices significantly in excess of the 
increase justified by increased costs. 

Also, since the steel industry, a leader in the administrative infla- 
tion, tried to place responsibility on labor where it clearly does not 
belong, I think your committee should take with a good many grains 
of salt, the industrywide contention that labor is to a major extent 
the source of this administrative inflation. 

This poses for us a major problem, the pricing power of modern 
industry. Administrative inflation is only one aspect of this prob- 
lem. The problem itself is much more basic. It goes to the very 
foundations of our free enterprise system which we all want to 
preserve. 

Senator Carrotu. Mr. Chairman, I wonder if I can ask a question 
at this point ? 

Senator Keravuver. Senator Carroll, I am sure Dr. Means will 
appreciate your question. 

enator Carrot. On page 14 of your statement: “Management 
oints to the effect of inflation on depreciation charges when account- 
ing is based on historical cost.” 

Will you explain briefly, please, for the record, what that means? 

Dr. Means. When your price level rises, and you take the cost of 
machinery and equipment that you bought when the prices were lower 
and use that to produce goods at the higher price level, then the 
accountants, using historical cost as a basis, will figure out your de- 
preciation charge, how much of the value of that piece of equipment, 
or that building, should be written off, charged to the production of 
the particular period. And if they use the historical cost, they will 
get one figure; and if they use what we call reproduction cost, they 
will get a higher figure. The books, if they use reproduction cost, 
will show a lower profit than if they use historical cost. 

Now I suspect that the truth lies somewhere between historical cost 
and reproduction cost. Neither is perfectly logical. 
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Senator Carroiy. What system is used, the historical system or the 
reproduction ? 

Dr. Means. Most utility commissions use—no, are divided. I guess 
all the utility commissions are divided roughly into two groups, those 
who base their valuation on historical cost and those which use what 
is called fair value, which takes some account of depreciation, but 
is intermediate. It is more nearly a carrying out of the Smythe 
v. Ames, the great famous legal case which provides the basis for 
public utility regulation. And that case says you should take nearly 
everything into account in reaching values. 

Senator Carroti. What system does United States Steel use, do 
you know? 

Dr. Means. I do not know for a fact, but I get the impression that 
their accountants are using historical cost anthaceiel. that is a long 
story. I really do not know the answer, but I believe it is historical 
cost. 

Senator Carrotu. Do you know what system the automotive in- 
dustry uses? 

Dr. Means. No, I have not looked into it. 

Senator Carrot. The reason I raised the question, Doctor, is that 
occasionally during these hearings on oil, the automotive industry, 
and steel, this question has been thrown at us, a number of times, about 
depreciation charges and their 

Dr. Means. The Treasury requires historical cost as far as I under- 
stand it, although I am not a lawyer and I cannot tell you with 
certainty. 

Senator Carron. Thank you very much. 

Senator Wirzy. That element is considered when they check the 
companies in relation to their income, isn’t it ? 

Dr. Means. That is right. 

Senator Witey. Some want replatement—— 

Dr. Means. That is right. 

Senator Witey. Some want what would be a moderate in-between; 
and other folks say “You just charge off what it actually cost you.” 

Dr. Means. That is right. 

Senator Wirry. But we know the production machinery has gone 
up also, in many instances 400 or 500 percent, so replacement is some- 
thing a has to be considered if we are going to keep the industry 

oing ? 
, Dr. Means. But you have to keep very much in mind that replace- 
ment ought to be applied to a modern replacement, not to the old 
machinery, old type machinery, which is being valued. Most people 
who think of it, leave the obsolescence of existing machinery out of 
account when they try to apply the principle of reproduction cost. 

Senator Wirry. Of course we have had legislation in which we 
permitted, particularly certain industries that were built at the in- 
stance of the Government, to charge off in a matter of a few years 
instead of the length of the machinery. 

Dr. Means. That is special legislation, that is right. 

Senator Wier. Yes. 

Senator Keravver. That is what we call rapid amortization. 

Senator Witey. That is right. 

Dr. Means. That is right, rapid amortization. 
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>the Senator Keravver. Which most industries, including the steel in- 
, dustry itself, used very substantially 
ues Dr. Means. That is right. 
hose Senator Kerauver. Until it was, I think, largely terminated last 
what year, as a matter of fact. é 
but Dr. Means. Now I come to the basic problem, and try to go as far 
ythe as I can in the direction of answering Senator Wiley’s driving ques- 
3 for tion, very forceful question: What can we do? | 
varly The real problem is that the modern corporation simply does not 
fit the postulates of traditional economy theory. It has frequently 

» do been pointed out that Adam Smith believed corporate enterprise 
’ could not be successful except under very special circumstances such 
that as banks and canal companies. but that was a long time ago. Let 
long us look at Alfred Marshall, whose great, work, the “Principles of 
yrical Economics,” is still the bible for so many economic theorists. 

By the way, Alfred Marshal] was one of the greatest of economists— 

. i Adam Smith, John Stuart Mill, Alfred Marshall, they come no better. 
Marshall built his analysis around the conception of the “represen- 
tative firm.” Now, this firm was a relatively small affair with a life 
s that cycle very much like that of its owner. The owner starts the enter- 
ustry, prise and drives to expand it, but then when his own vigor wanes, 
about the enterprise itself weakens and is likely to die, except as sometimes 
a son or relative picks it up and gives it a new life cycle of rise and 
nder- fall. Marshall thought of each industry as having hundreds or even 
with thousands of such one-man enterprises. In his famous analogy he 
likened an industry to a forest with individual trees, sprouting, grow- 
ing, and finally declining. 
kk the n his own words, “as with the growth of trees, so it is with the 
‘ growth of business.”: This is the concept which underlies Marshall’s 
“Principles.” ‘True, in his sixth edition, 20 years after his principles 
were formulated, he changed the tree analogy to read, “as with the 
growth of trees, so it was with the growth of businesses as a general 
ween; rule before the recent development of vast joint-stock companies.” 
on* But his principles were not revised to take account of this momentous 
? change. And today the great bulk of traditional economic thinking, 
s gone and so many of our economic texts, are built on the conception of 
‘ame enterprises very much like Marshall’s ae firm. ; 
dustry Actually, traditional theory has only three main lines of solution 
for dealing with the situation where enterprise has excessive power 
” over pricing. 
ple. The first possible solution is to reestablish classical competition so 
people that prices are truly determined by market forces and there is no sig- 
nit él nificant degree of administrative discretion left in pricing. I believe 
ak. we are so far from this condition now that I don’t see how we can 
ich ‘we return to it without losing the very real values to our society that are 
ths contributed by big business—-and here I am definitely agreeing with 
years Senator Wiley. 

The degree of breakup in business that would be necessary to return 
conditions to those of classical competition seems to me just out of the 
question. This does not mean that I reject a vigorous antitrust polic 

that continues to maintain at least a number of competitors in each 


industry. But we have that now and it does not give us classical 
competition. 
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Also, I would not reject Mr. Romney’s ingenious proposal that big 
business be encouraged to subdivide as a sign of success. 

Senator Kerauver. Mr. Romney is president of American Motors; 
he is the one you are referring to? 

Dr. Means. Yes. 

But that would seem to me no solution to the basic problem. The 
amount of breakup that would be needed is simply of a different mag- 
nitude from anything that has been seriously discussed, as Dr. Lewis 
has made so clear. I believe that the breakup of big business as the 
chief line of solution would take us in the wrong direction. 

The second traditional approach is price regulation of the public 
utility type. In the case of public utilities which are by the nature 
of the case monopolies, we have adopted regulation. Dr. Lewis has 
advocated this type of solution. It wasn’t clear just how far he would 
go, but I judge this is the direction of his approach. 
~ If no better way can be found, that might be preferable to the 
extensive breakup of industry. But I shy away from such an ap- 
proach partly because it would greatly reduce the flexibility of action 
on the part of enterprise, and partly because it would lose the very 
real advantages of the kind of competition which we do have when 
there are half-a-dozen companies competing in an industry. 

True, this competition is not of the price-determining sort and the 
range of pricing discretion it leaves to business is capable of being 
abused, but I am certain that it has its value and should not be replaced. 

The third traditional approach is that of Government operation. 
In England, the Government has been into and out of the steel indus- 
try, and the enthusiasm for Government operation has waned con- 
siderably with the experience. I doubt very much if this would prove 
a satisfactory solution. In a special situation we might find effective 
the Government operation of a part of an industry as a yardstick, but 
again I doubt the general application of this approach. 

Traditional theory never has really come to grips with the problems 
of economic adjustment in a society in which big business and admin- 
istered prices play a dominant role. Traditional theory just hasn’t 
got the kind of ammunition needed to deal with this problem. Sol 
am going to start fresh. 

My starting point will be what I think is a very significant and 
important statement made at the outset of your hearings by Senator 
Dirksen. With his permission—I am sure he would give it if he were 
present—I am going to repeat it. He said, and I quote: 

I believe in the main, while once upon a time it could be said that some of our 
managers had no adequate social conscience, I believe today that the corporate 
managers of the country are fully aware of, and I think they exercise, an abiding 
sense of social responsibility. 

Now, I very much agree with the Senator that corporate manage- 
ment is much more aware of its power and responsibility than it used 
to be. We have some very able and responsible men running many, 
if not most, of our big businesses today. But let us consider some of 
the implications of Senator Dirksen’s statement. I want to ask three 
questions: 

First, why should corporate management take on social respon- 
sibility? It was one of the great beauties of classical competition that 
no one had to exercise social responsibility. As long as each private 
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enterpriser sought only his own interest, the unseen hand controlled 
matters so that, acting in his own interest, he served the public interest. 
Of course, he could exercise as much social responsibility as he chose 
in his personal relations, feeding the poor, voting at elections, and so 
on. Butasa private enterpriser he could say, “the public be damned,” 
and who cared. Competition wouldn’t allow him to charge too high a 
price, and shoddy goods would only bring him a lower price, just as 
the Virginia farmer today gets docked for garlicky wheat. 

I got docked once, myself, for some wheat I sold. 

Surely something new has been added when we expect the business 
enterpriser to be socially responsible in running his enterprise. 

Second, let me ask—without any invidious implication—just how 
do the corporate managers know what is in the social interest? Their 
job is to run a big business and run it well. Can we expect them also 
to take on the major job of figuring out what is in the social interest? 

And my third question: Is it in the social interest that the big com- 
panies, with their areas of discretion in price administration, should 
price to make the maximum profit, and if not, can we expect the so- 
cial conscience of corporate management to go all the way necessary 
to serve the social interest in this respect? 

In asking these questions, I am not trying to minimize the im- 
portance and value of responsible corporate management. Rather, I 
would say that responsible corporate management was a major and 
valuable ingredient in our present situation, but that we are placing 
more of a burden on management than management can reasonably be 
expected to bear, especially as I think there are things that we could do 
about it. 

Here we have an essentially new problem to think through. Toward 
solving this problem I see three steps we can take. 

The first step is to get rid of the idea that the big corporations are 
“private enterprise.” Just what is private about an enterprise that 
organizes a quarter of a million workers into a great productive unit 
using the capital of more than a quarter of a million stockholders and 
serving millions of ultimate customers? Is it any more private than, 
say, the government of New York State? We need a new name for 
this type of enterprise to give us a new focus in our thinking. For my 
own purposes, I think of these great producing organizations as “col- 
lective” enterprises, because that is what they are, great collectives of 
productive activity. Just where one draws the line between private 
enterprise and collective enterprise can be worked out by experience. 
What is important now is that we should have a new Toons for our 
analysis. 

The second step we can take is to start setting up the standards by 
which we should judge the performance of our great collective enter- 
prises. At the present time there are no real standards which indi- 
cate how corporate management should act in order to serve both the 
public interest and their own—for I hold it to be self-evident that we 
cannot expect corporate management to act contrary to their own in- 
terest. I think of these standards as differing in important. respects 
from those which we apply to a private enterprise, and yet I believe 


there is much in traditional theory which will help us to set up such 
standards. 
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The third step, once we have the standards for collective enterprise 
sufficiently well formulated, is to work out methods for strengthening 
those self-interests of corporate management which also serve the pub- 
lic interest and weaken those which run counter to the public interest. 
This is a problem of incentives and the framework of laws, rules, cus- 
toms, and opinion within which corporate management carries on its 
day-to-day activity. 

In the book I am working on, I hope to spell out more clearly the 
things that make collective enterprise what it is, the standards which 
should be applied to it, and the measures which could be taken to 
make the self-interest of corporate management and the social inter- 
est more nearly the same. For the present, all I can do is to indicate 
to you as I have what I believe to be the most promising lines for deal- 
ing with the problems raised by the pricing power of our great col- 
lective enterprises. 

Senator Krrauver. Dr. Means, I have just two questions I wish to 
ask you, and then we will turn you over to the other Senators. 

Given the type of inflation we now have and that you show on 
chart 4, namely, an inflation centering in the administered price 
industries as distinguished from the market price industries, and 
given the existence of substantial unused plant capacity in the 
administered price industries, do you think that an inflation of this 
kind can be stopped by the use of fiscal and monetary policies? 

Dr. Means. Definitely not. You can use monetary _ to cre- 
ate a depression, and a depression can probably stop such an inflation, 
but fiscal and monetary policy cannot do it without creating. a 
depression, 

Senator Keravver. What, in your opinion, would be the effect on 
this type of inflation of securing a balanced budget? That is a 
question that is not exactly within the jurisdiction of this commit- 
tee. Several other committees have prime jurisdiction, but I think 
it is an important consideration. 

Dr. Means. I think fiscal policy, a balanced budget, can have very 
little to do with the present inflation, and it cannot be used to prevent it. 
This type of inflation is not related to demand. Fiscal and monetary 

,»0licy can be used to increase or decrease demand. Therefore, it can 

te used to bring about recovery from a depression, it can be used to 
inhibit monetary inflation, I think it has no bearing on the question 
of administrative inflation. I think that it can be used to increase 
employment, if you bring about an expansion of demand. 

Senator Kerauver. If we get to a point where there is a greater 
demand for goods than plants are able to produce, then the use of 
monetary and fiscal controls would be effective. 

Mr. Cuumeris. Mr. Chairman—— 

Senator Kerauver. I have just one or two other questions, 

In view of the showing of your chart, is it not possible that a stable 
overall price level could be merely the result of rising prices in the 
administered price sector, offset by falling prices in the market 
price sector—farm products, for instance? What would be the long- 
run result of such divergent trends? Suppose administered prices 
continue to go up and market prices, farm products, and so forth, 
continue to go down. Even though they offset one another and pro- 
duce a stable overall price level, is that a healthy situation ? 
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prise Dr. Mzans. I would say that was a very unhealthy situation. What 
ning you are doing is benefiting one o_o of the community on a noncom- 
pub- petitive basis at the expense of another part of the community. I 
rest. think that you would find that the textile workers, the farmers, the 
, Cus- shoe workers, and the owners in these industries who should be sharing 
mn. its in the welfare of the country would be having their positions 
worsened ; while the other part of the community, that in which class- 
y the ical competition did not prevail or was not closely proximated, would 
vhich be benefiting at the expense of the whole. 
en to Senator Krerauver. Apparently. And this is my final question: 
inter- By chart 4, in which you show what has happened lowe 1953 and 
licate 1958, to the extent that the cost of living has been held down, it has 
deal- been largely as a result of decreased prices in farm products, textiles, 
t col- and other market price areas? 
Dr. Means. That is right. Those are the industries that have suf- 
ish to fered. 
Senator Keravuver. So that a stable price level overall is not, in 
yw on and of itself, desirable. 
price Dr. Means. I would agree completely. Even the perfectly stable 
. and price level may not be a healthy condition if it involves these distor- 
n the tions within the price structure. 
f this Senator Keravuver. It may work hardships on some and unduly 
benefit others. 
© Cre- Dr. Means. That is right. 
lation, Senator Keravuver. If prices are to rise, what would be desirable 
‘ing. a would be to have a fairly even increase for all of them; is that 
correct ? 
ect on Dr. Means. In short periods; yes. There can be changes in the 
t is a relative position of the groups over a longer period as technology im- 
mamit- proves more rapidly in some industries than in others, or as there is a 
think major shift in the demand for one group of products as against an- 
other. So that one doesn’t look for a high degree of stability in the 
re very internal relations in the longer run, but in the short run, yes. 
vent It. Senator Kerauver. Senator Carroll, do you wish to ask any ques- 
etary tions at this point ? 
, It can Senator Carrot. Doctor, I do not know that I have ever asked you 
used. to this question before, but the thing that has caused me to do a con- 
uestion siderable amount of thinking is that in the stock market activit 
ncrease of the stocks of most of the big corporations I observe that the divi- 
dend payment is not unreasonable. But I notice the appreciation 
greater being plowed back in after net profits. Does that create a problem on 
use of their pricing system, I mean to say, create a problem, does that provide 
a stimulus? 
__Dr. Means. Well, there are two pieces to my answer to that: One, 
if profits themselves are reasonable, the plowing in of earnings seems 
a stable to me entirely appropriate and constructive, a part of the earnings 
; in the distributed to stockholders and a part built back into the business, a 
market relatively inexpensive way of raising capital for business expansion. 
1e long- If, however, the prices charged are way out of line with costs, then 
1 prices the plowing back of those earnings may be a better way to use 
» forth, them than to distribute them to stockholders, but still the earnings 
nd pro- | themselves would be unjustified, and there are some statements in 


the steel hearings that suggest that the steel corporation is trying to 
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justify its high profits on the basis that it ought to get a price which 
is in excess of a fair return on its capital in order to expand its capital 
plant without going into the market, and as far as I am concerned, 
that seems to me an effort to get the customers to supply the capital. 

Senator Carrouu. This is precisely the point that I wanted to make. 

In other words, the consumer, the customer today, as a result of this 
price increase is, in a sense, purchasing the commodity, but he is also 
paying for the expansion of an industry. 

Dr. Means. That is true, and if the corporation would issue a piece 
of a share of stock to each purchaser of steel in proportion to the con- 
tribution that purchaser is making to capital, then justice would be 
done. 

Senator Carroty. If I may pursue— 

Dr. Means. It may be administratively impossible to do that, but 
I think it states what would be reasonable. I can see no basis for add- 
ing the capital that is supplied by the customers to the earning base 
on which dividends are paid to stockholders. 

Senator Carrott. The thought occurs to me—and I certainly am 
not an expert in this field and I merely ask your opinion; I do not 
state this as a conclusion—but we have had considerable testimony, 
we will say an oil corporation would have $200 million net profit, $100 
million going to the dividend holders, the stockholders, $100 million 
being plowed back in. 

Dr. Means. Yes. 

Senator Carroti. And not moving out. I think this is true in the 
automotive industry, not moving much out into the money market, 
but the price of the automobile, the price of the commodity, the con- 
sumer really financing the expansion. 

Dr. Means. To the extent that the prices are such that a fair return 
is obtained and not an excessive rate of return on the capital, then 
whether the corporation distributes earnings entirely to stockholders, 
or reinvests them for the benefit of stockholders, seems to me a matter 
that could be left to the corporations. But the crucial problem is 
whether they are earning in excess of a fair rate, such as classical 
competition would bring about. 

Senator Carrott. What I had in mind, and this is almost like 
yeast, it gets bigger and bigger. As they plow it back in, it gets larger 
and larger, and really the customer, the consumer, is doing the financ- 
ing, and as they plow back in and appreciate the value of their stock 
more and more is reflected in the reports. They say, “We are entitled 
to the profits based upon our investment,” which had just been pre- 
viously made by the consumer. 

Have there been any studies? How do we stop a thing like this? 

I think that you probably agree with me that it is difficult for 
large expansion to go out and perhaps get money, and perhaps this 
is the way to do it. We recognize this is a good way for the cor- 
porations to expand. 

Dr. Means. The utility commissions, on the whole, allow the pub- 
lic utilities to earn around 6 percent on their capital. 

Senator Carroiu. Yes. 

Dr. Means. The public utilities have had no difficulty in raising 
funds from the market to expand, so that there should be no difficulty 
in industry, in big, heavy industry, to obtain capital at a reasonable 
rate in the market. 
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Senator Carrot. Now, I come to my principal point: How much 
effect would this have on the price of commodities, this system that 
I have explained here, this practice, how much effect has it had? 
Have you made a study of this? 

Dr. Means. I think it runs the other way. By raising their prices 
to obtain the added money for expansion or for dividends, and I be- 
lieve a great deal of it has gone into dividends, they do get their 
reinvestment. I don’t think that the reinvestment, itself, is the cause 
of the high prices, but the funds to reinvest or pay dividends is the 
product of raising prices within the area of discretion in which they 
operate. 

"een Carrotu. But if this system of financing is paid by the 
consumer, it is reflected in the price that the consumer pays, is it not? 

Dr. Means. Yes, but that would be true if it were all distributed 
as dividends. If they charge the same high price, only distributed 
the proceeds entirely to stockholders, you would still have the too-high 

rice. 

; Senator Carrot. Let us put it a little differently, then: 

If they had a system, if we went out into the money market for 
expansion, would that affect the price structure of the commodity 
which they sell; would there be any difference one way or the other? 

Dr. Means. I don’t think it would make much difference. I think 
it would be a little higher cost to raise the money in the open market 
than to refrain from paying dividends, but whichever of those they 
do, I cannot see that they would charge a lesser price to the public, 
except for this very minor difference in cost, perhaps, in the cost of 
raising capital. 

Senator Carrot. So then you come back to your basic question 
that the price in the beginning may have been too high? 

Dr. Means. That is right; that is right. 

Senator Carroti. Thank you, Doctor. 

Senator Krravuver. Senator Wiley. 

Senator Wirry. I would just like to have you tell me if there is such 
a thing as a palliative for this disease of inflation, and if there is such 
athing as a permanent remedy for this disease. 

Dr. Means. I believe vigorous action from the White House could 
prevent a good deal of this administrative inflation over a very short 
period of time. 

Senator Witey. Of course, that is a generality. Now, be specific, 
because we are used nowadays to everyone throwing rocks. Don’t you 
start without heaving rocks that are 

Dr. Means. Iamsorry. I was not thinking in political terms at all. 
I wasn’t trying to heave any rocks. 

In my letter to you, which I wrote at your request on this subject 
a year and a half ago, I spelled out the two lines of re that I 
thought would be appropriate. One was a temporary “hold-the-line” 

olicy in which the administration brought in leaders of business and 
abor and said, “Can’t we hold the line for a period long enough to doa 
real study of this job?” 

Now, the recession that we have had has in some degree been a 
substitute for that. It has taken some of the heat out of the adminis- 
trative inflation, not all of it. Steel prices went up last summer. 
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But, we can hold off a too-great an inflation over the next 2 or 3 
years, and by another 6 months or a year, I think that your committee 
should be producing very concrete proposals for a more permanent 
solution to the problem. You will have testimony, you have had 
testimony about the possibility of utility-type of regulations; you will 
have testimony, perhaps, on other sculls solutions. 

You have mine, which is along the lines I have outlined this 
morning. 

Senator Wimry. You have suggested that the President should say 
to the big boys of industry and to the big boys of labor, and so forth, 
“Now, be good and just sit down and agree, no more strikes and no 
more differences.” That is remedy No. 1. 

The administration, I think, has tried, but be that as it may, that 
is the executive function. Weare here as legislators. 

Dr. Means. Yes. 

Senator Wirey. Isthere anything here, in your opinion, in the nature 
of a palliative, or in the nature of a cure that we as legislators can do 
at this time when we are facing a very serious threat to the American 
dollar, American bonds, American savings, and so forth? 

Dr. Means. I regard the threat as so much more a long problem 
than a short one, that I would be inclined not to take palliative legis- 
lative steps. I am not suggesting that it might not be a good thing to 
adopt the bill introduced by Senator O’Mahoney. I haven’t studied 
it, so I don’t know whether that would be a good thing. I don’t want 
to say that I am either for it or against it. But on the whole, I think 
the amount of inflation which we are likely to get within the next 2 
— without using administrative powers, is likely to be relatively 
small. 

On the other hand, if the same rate of inflation went on for another 
5, 10, 15 or 20 years, I think that would be very harmful. 

I believe that the interim measures which will somewhat reduce 
the administrative inflation would be worth taking. But I would 
not go all out. I would not regard the inflation that we are now 
undergoing as alarming in terms of the very short run. 

Senator Wier. In your statement, the concluding part of it, you 
spoke of collective enterprises. 

Dr. Means. That is right. 

Senator Witey. You suggest that labor is a collective enterprise. 

Dr. Means. No. I would restrict the term “collective enterprise” 
to the production of goods and services, the using of resources, of 
manpower, materials, to produce goods and services for customers, 
consumers. 

Senator Wirry. I came down here when we had a national income 
of about $50 billion. Now I guess it is about $340 billion. Does that 
amount of money have anything to do with inflation, the amount of 
spending ability ? 

Dr. Mrans. I think the spending ability is primarily a product of 
fiscal and monetary policy which grew out of the wars, sat € wouldn't 
say that—it is part of a hen-and-egg problem, and in part it is 4 
matter of fiscal and monetary action, partly the way we financed the 
wars. 

Senator Wizry. I think what we are doing is, to a large extent, we 
are ducking some of the phases which cause this. 
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For instance, not so long ago, in talking with a gentleman who 
had a big concern in one of the States, he said, “I am no longer the 
managem«nt of this concern,” he said, “when the head of a big union 
from another State comes in and takes over, and we either agree to 

ay the labor or we shut down. If we shut down, we have a situation 
Fike the one you had during the automobile strike. You know how that 
affected steel; you know how it affected the laboring people all along 
the line, what it did to put people out of work.” 

Now, I have only the kindliest of feelings toward labor, having 
been a laborer myself in mills and lumber camps, and so forth. But 
in view of the fact that inflation is stealing from the bondholders, and 
the savers of this country, and the insurance policies, the large per- 
centage of our people, there is a public interest in trying to find the 
answer, and that answer we should find through utilizing brains like 
you fellows have, who are supposed to know something. And to me, 
at least, the world situation is such that we have got to take some 
strenuous means. We can’t just sit back and say today is what it was 
yesterday, or 20 or 30 years ago. 

Dr. Means. I wholly agree with you. When I testified a year and 
a half ago, I said we ought to take 4 years to do this job. I think 
that I have added in my testimony this morning an important step 
toward that job. I hope that as far as I am able, I can give you 
aoa and very much more concrete answers in another few 
months. 

Senator Kuravver. I know that you are making a study of steel, 
and we hope you will get into automobiles after that time. 

One of our witnesses, Dr. Adams, must leave. I would like very 
much if we could let him testify, and, Dr. Means, you can give us all a 
chance at you a little later on here. 

Is that satisfactory ? 

Senator Witzy. With one exception. I just want to say, don’t go 
off halfcocked just studying steel. We are here to find the answer 
to inflation, and steel isa little part of that. 

Dr. Means. Steel is a big part of it. I am quite convinced that 
steel is a big part, and I am also convinced if we could find out how 
we could eliminate the likelihood of administrative inflation on the 
part of steel, we would discover the method that, or methods that, 
could be applied to other industries. I think that the only way is to 
make a case study, not to generalize from it, but to find an answer to 
this problem in these terms, and then move on and see whether those 
same methods can be applied in other situations, or how they have to 
be modified for other industries, if necessary. 

Senator Keravuver. Dr. Adams, I have just been informed about the 
necessity of your getting away shortly.. We want to thank you for 
your patience. You see how interested we all are in this problem. 

a Dr. Means’ acquiescence, and that of the Senators and the 
members of the staff and counsel, we are going to have you testify 
now, Dr. Adams. 

Dr. Walter Adams is professor of economics at Michigan State Uni- 
versity. He served ably as an economist with the Senate Small Busi- 
ness Committee for a number of years. He is one of the foremost stu- 


dents and authorities on problems of competition and concentration 
and pricing. 
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We will print in the record some of the books and selected articles 
that Dr. Adams has written, some of the outstanding ones being, Com- 
petition, Monopoly, and Countervailing Power, the Aluminum Case, 
Dissolution, Divorce, Divestiture, and many others. We appreciate 
your willingness to come here and give us your views, Dr. Adams. 

(The titles referred to may be found in the appendix on p. 4850.) 








STATEMENT OF DR. WALTER ADAMS, PROFESSOR OF ECONOMICS, 
MICHIGAN STATE UNIVERSITY 







Dr. Apams. Thank you, Mr. Chairman. It is always a pleasure to 
appear before this committee, and if I may tax Senator Wiley’s pa- 
tience a little while longer, I will have some concrete suggestions for 
legislative action at the end of my statement. 

Senator Witry. You are from Michigan, the Middle West ? 

Dr. Apams. Yes,sir;God’scountry. [Laughter.] 

Administered prices are but a symptom of industrial concentration, 
a manifestation of private socialism in America. 

The question before this committee, therefore, is not what shall we 
do about administered prices, but rather, how shall we deal with 
concentrated economic power. The issue is how to protect the public 
against the power of private economic governments. 

Traditionally, economists distinguish three types of market power: 
Horizontal, vertical, and conglomerate. 

A firm wields conglomerate power when its operations are so widely 
diversified that its survival no longer depends on success in any given 
product market or any given geographical area. 

Conglomerate power exists when a firm, through its absolute size, 
its sheer bigness, can discipline or destroy its more specialized com- 
petitors. Let me illustrate. 

‘Today General Motors is a part of a giant chemicals, motors, rub- 
ber, arms empire. In addition to being the largest automobile con- 
cern in the country, the company, in its own right, is a significant 
producer of diesel locomotives, buses, trucks, refrigerators, electric 
ranges, auto financing, batteries, earth-moving machinery, and 
so forth. 

I venture to say that if General Motors suddenly decided to enter 
the ice cream industry and to capture 20, or 40, or 100 percent of the 
sales, it could easily do so and be assured of success. It would matter 
little whether General Motors is an efficient ice cream manufacturer, 
‘or whether its ice cream is indeed tastier than more established 
brands. By discrete price concessions, by saturation advertising, by 
attractive promotional deals, it could commit its gargantuan financial 
power to the battle until only so much competition as General Motors 
is prepared to tolerate would be left in the industry. 

This corporation, with its annual profits of a billion dollars, can 
select virtually any field as its target and pulverize competition when- 
ever it chooses to do so. 

Put differently, in a poker game with unlimited stakes, the player 
who commands disproportionately large funds is likely to emerge vic- 
torious. If I have $100 while my oponents have no more than $) 
each, I am likely to win regardless of my ability, my virtue, or my 

luck. I have the one asset the others lack, the power to bankrupt my 
rivals. 
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The second type of power is vertical power, the control over suc- 
cessive stages of production or distribution. This type of power en- 
ables a firm to squeeze its competitors either through the denial of 
critically needed supplies, or through the manipulation of price at 
different stages of the production or distribution process. Steel and 
aluminum are examples of this. 

The third type of power is horizontal market power, and it is here 
that the problem of administered pricing appears in pristine form. 

Steel is a case in point. 

Here is an industry, as this committee found, which reaches the 
break-even point in profits when operating about 40 percent of ingot 
capacity. 

Prices are high and rigid, bearing little relationship to changes in 
demand or in costs. 

According to this committee, the steel price index since World War 
II continued its virtually unbroken rise even when the demand and 
production declined, as they did in 1949, 1954, and 1957. 

It also continued its climb when unit labor costs declined, as they 
did in 1950 and 1955. 

No matter what the change in cost or in demand, steel prices since 
1947 have moved steadily and regularly in only one direction, upward. 

The fact that prices were again increased in 1957, that the price 
increase substantially exceeded the cost increase, that the higher prices 
were subsequently maintained in the face of declining demand, opera- 
tions at less than 60 percent of capacity, and a general recession, this 
is a tribute to the perfection with which price leadership in the steel 
industry maintains pricing rigidity. 

It lends further support to George Stocking’s conclusion that the 
steel industry’s structure contributed to conduct incompatible with an 
effective interplay of market forces, and that its structure and conduct 
resulted in unacceptable performance. 

The automobile industry is another example of how structure influ- 
ences conduct and how both determine performance. 

Here General Motors produces roughly 50 percent of the output, 
and the Big Three 96 percent. 

General Motors’ prices are designed to yield over the long run, 
and on the assumption of operations at 80 percent of capacity, an 
average profit, after taxes, of 15 to 20 percent on invested capital. 

The fact that between 1940 and 1956 the company was able to meet 
this target figure, its profits ranging from a low of 19 percent to a 
high of 37.5 percent, indicates that General Motors not only possesses 
but exercises considerable market power. That it serves as the indus- 
try’s price leader, and is willingly followed by its rival oligopolists, is 
dramatically illustrated by the findings of this committee with respect 
to the pricing of the 1957 models. 

This should not come as a surprise. For some time we have known 
that under oligopoly a seller cannot afford to pursue a wholly inde- 
pendent price policy. 

He must, of necessity, take the reaction of his rivals into account. 
He must recognize that price cutting will inevitably cause his large 
competitors to follow suit, with the result that the market is shared 
a8 it was before, only at a lower level of prices and profits. 
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It is this certainty that price cuts will eventually be met, this fear of 
retaliation, that leads to conservative and nonaggressive price policies 
in our oligopolistic industries. 

The result of oligopoly pricing is tantamount to collusion, not in the 
commonsense meaning of the word, to be sure, but parallel action as 
far as the effects of market behavior are concerned. 

As Fritz Machlup once said : 

A covenant signed with blood, an agreement signed with ink, and understanding 
without written words, concerted acts approved with a wink or a nod, a common 
course of action followed without physical communication, these may be different 
methods of collusion, but the differences are irrelevant, if the effects are the same. 

Nevertheless, some economists have tried to rationalize and justify 
the pervasive influence of economic concentration. 

One group, following Adolph Berle, argues that the business leader 
of today is a far cry from the robber baron of yesteryear; that indus- 
trial statesmanship, social responsibility, enlightened self-restraint, 
and progressive labor and customer relations have replaced the ex- 
ploitative behavior, the sharpshooting practices, and the public-be- 
damned attitude of a bygone age. 

The managers of big business, it is said, are subject to self-imposed 
limitations. They have acquired a corporate soul. 

Another group of economists, following Schumpeter, argues that the 
classical model of perfect competition, competition within an industry, 
should be replaced with a more dynamic model of interindustry or 
technological competition. 

Short-run monopoly positions, they say, will be eroded in a process 
of creative destruction. A monoply in glass bottles will be destroyed 
by the introduction of the tin can, and the dominance of the tin can 
will, in time, be undermined by the appearance of paper containers. 

Research and innovation by a few large firms presumably does the 
consumer more good in the long run than old-fashioned intraindustry 
competition. . 

The third group, following Galbraith, argues that the real restraint 
on a firm’s market power, is vested not in its competitors but in its 
customers and suppliers. 

These restraints are imposed not from the same side of the market, 
as on the classical competition, but from the opposite side. 

Private economic power, in this view, is held in check by the coun- 
tervailing power of those who are subject to it. One begets the other. 

The ostensible result is a balance of power in the economy requiring 
a minimum of interference or supervision. 

These theories are subject to several serious reservations. I would 
not deny, of course, that market power is subject to both external and 
internal restraints. 

Monopoly is never omnipotent, and rarely is it as bad in practice 
as economic theory may have us suppose. 

Nevertheless, as Professor Lewis has pointed out, results or per 
formance alone do not throw light on the really significant question, 
namely, whether good results or good performance have been com- 
pelled by the system or whether they simply represent the dispensa- 
tions of managements which happen, for the moment, to have been 
benevolent or smart. 
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Clearly, the mere absence of identifiable extortion or restriction is 
no proof that monopoly is under effective control. 

If we are to consider the discipline of the market effective or 
workable or even acceptable in any significant lasting sense, the 
market must not only permit, but also compel, the results we want by 
the necessary and continuing operation of its processes. 

Satisfactory results which happen, but which equally might not 
have happened are not good evidence of the successful working of an 
economic system. 

The process by which results are achieved and assured in the very 
essence of an economic system, and one mark of a desirable economic 
system is its ability systematically and predictably to compel eco- 
nomic decisions and results which are in the public interest. 

What does this mean ? 

It simply means that the general and indirect forces of interindustry 
rivalry, the periodic Presidential exhortations for self-restraint, the 
fear of recurrent wage demands, or even fear of investigation by this 
committee, are neither adequate nor reliable safeguards for the public 
interest. Concentrated power is made of sterner stuff. 

Whether we like it or not, industries which do not have a competitive 
structure are not likely to manifest competitive behavior, and if it is 
competition we want, then we must face the issue of size. 

Size, in the sense of market control, is the fact of life, and the 
essence of the problem, in our concentrated industries. 

Restrictive practices are merely superficial symptoms of the disease. 

Given a market structure dominated by a few firms, it seems inevi- 
table that prices be administered, that there be a deep-seated and 
characteristic fear of spoiling the market, that price competition be 
frowned upon as unethical chiseling and cutthroat rivalry deserving 
of punishment. 

Gives such a market structure, behavior which inhibits or regulates 
price competition and which gives the results of collusion and con- 
spiracy must be expected. 

_ Therefore, if competition is our goal, and I repeat that, if competi- 

tion is our goal, the only real solution, the most effective remedy, is 
dissolution, divorcement, and divestiture; trustbusting in the literal 
sense. 

Now would such a policy mean courting disaster ? 

Would it result in a fatal weakening in our industrial system? I 
think not. 

I think and I believe that in most of our basic industries one can 
be in favor of technological bigness and opposed to bureaucratic 
~~ without inconsistency. 

n the steel industry, for example, no one would deny that a firm 
must be big, both horizontally and vertically. But it is doubtful 
whether the combination of geographically and functionally separate 
plant units yields any significant economies. 

To be sure, efficiency might require integrated operations at Gary 
or Pittsburgh or Birmingham. 

But does this mean that all three must be controlled from 70 Broad- 
way, New York City? 

onsider for a moment that United States Steel’s plant at Gary, 
Ind., alone is bigger than all the plants of Jones & Laughlin, the 
fourth largest steel producer, combined. 
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This inevitably raises the question whether Jones & Laughlin and 
other medium-sized steel companies are big enough to be efficient. 

If they are, and this has not been questioned, then certainly United 
States Steel’s Gary plant standing on its own feet and divorced from 
the industrial family that serves the Nation, should also be capable of 
efficient operation. : ; 

In fact, several economists have suggested that a dissolution of 
United States Steel would increase, not decrease, efficiency. 

Professor Stocking, for example, after weighing the evidence care- 
fully, has concluded that United States Steel was neither big because 
it was efficient nor efficient because it was big. My own studies of the 
steel industry confirm this judgment. 

They indicate that industrial giantism per se is neither a guarantor 
nor a prerequisite for technical efficiency and optimum utilization 
of the industrial arts. 

Moreover, it is misleading to argue that a high degree of concentra- 
tion is the price of technological progress. 

It is not enough to point to the highly concentrated petroleum in- 
dustry and say that it is progressive, while condemning the competi- 
tive bituminous coal industry as technologically backward. Such com- 
parisons are not very meaningful. 

Available evidence does not demonstrate a correlation between giant 
size and technological progressiveness. It is of little comfort to the 
apostles of technological determinism. 

How, for example, can’ they reconcile the relative stagnation in steel 
and meatpacking with the dynamism of chemicals and electronics, all 
industries with considerable concentration? How do they account for 
the fact that the automobile industry today is no more progressive 
technologically than it was 40 years ago when the industry was young 
and composed of many firms? 

How do they explain the fact that the highly concentrated anthra- 
cite coal industry is no more progressive technologically than the com- 
petitive bituminous coal industry? How do they account for the 
fact that in a concentrated industry like steel, the medium-sized com- 
— have been more progressive than the giant United States Steel 

orp. * 

True, a firm must be big to invent and innovate. But how big is 
big enough ? 

Many of our giant corporations today say, “We are big because we 
are good. We are big because consumers want us to be big. We are 
big because we are efficient.” 

This, I submit, is not the whole story. Other, perhaps more impor- 
tant factors explain the structure of American industry. 

Some corporations are big because they have come to possess and 
have chosen to exercise naked market power. 

Some are big because our antitrust agencies have at times been 
content to be a policeman looking the other way, because antitrust 
sometimes prosecutes the conspiratorial Louisiana strawberry growers 
with a net income of $900 a year, and the lobster fishermen of Maine, 
while ignoring giant mergers and concentration. 

Some corporations are big because the courts have refused to break 
asunder what man has illegally joined together. 
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Some are big because the Government itself has frequently pro- 
moted the very concentration which the antitrust laws are designed to 

revent. 

, Industrial concentration, as Professor Gray and I have pointed out 
in our recent book, is not inevitable. It is not the result of spontane- 
ous generation or natural selection. 

It is not the outgrowth of modern technology or, as Karl Marx be- 
lieved, the end product of an inexorable dialectic. 

On the contrary, it is often the result of unwise, discriminatory, 
privilege—creating governmental measures which throttle competi- 
tion and restrict opportunity. 

It is the concomitant of unimaginative, sltortsighted, or corrupt ex- 
ercise of governmental power. 

It is manmade, not Godmade, and since it is made by man, it can 
be changed by man. 

What then should be done? 

Clearly there is no monolithic solution. A multipronged attack on 
the problem is needed. 

First and foremost, the Government, through its legislative, execu- 
tive, and regulatory actions should refrain from promoting concen- 
tration, whether this be in the disposal of Government property, the 
award of defense contracts, the distribution of the tax burden, the al- 
location of subsidies, et cetera. 

The Congress, for example, should deregulate, I repeat, deregulate 
such industries as trucking, where competition can do more to protect 
the public interest than a monopoly minded commission. 

The Congress should limit the anticompetitive powers of other reg- 
ulatory agencies which have become spokesmen for vested interests 
instead of defenders of the public good. 

I might interject here that the corruption which has been unearthed 
by the House Committee on Legislative Oversight is just part of the 

ory. 

There were more serious crimes in my book, economic crimes, that 
were committed by these regulatory agencies and they should be 
brought to light. 

Senator Carrotzi. Will you permit an interruption at that point? 

Dr. Apams. Yes, Senator Carroll. 

Senator Carrott. Do you think the managers of some of the regula- 
tory bodies are contributing to the monopoly situation ? 

r. Apams. There is no question about it in my mind, Senator. 

I have made an intensive study of the trucking industry, for ex- 
ample, and I found that the Interstate Commerce Commission does 
not protect the public against the industry but protects the industry 
against the bargaining power of the public. 

We always talk about saving money here on the Hill. I think one 
economy measure that neither the White House nor other economy- 
minded people have suggested so far is the abolition of the Interstate 
Commerce Commission which, I suggest to you very humbly—and 
this is much less radical than it sounds—is one area where we can 
reduce Government interference with private business. 

When the Interstate Commerce Act was passed in 1887, the rail- 
toads had a monopoly. Today that monopoly is gone. They are 
subject to competition in the passenger field and in the freight field, 
and I would impose the general restraints of the antitrust laws on all 
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media of transportation. I think we would then get some competition 
that would do the consumers more good than the regulatory commis- 
sions, which have been captured and subverted by the interests which 
they are supposed to regulate. 

Now, second, the antitrust laws now on the books should be vigor- 
ously enforced not against petty offenders but against industrial giants 
who possess or exercise excessive market power. 

Third, the tariff should be repealed in those instances where it 
serves to protect concentrated power from foreign competition, and 
thus serves as an underpinning for high, rigid, administered prices. 

It seems to me that the automobile industry, and I hope my com- 
patriots in the State of Michigan forgive me for suggesting this, I 
think the tariff on automobiles ought to be repealed forthwith. 

Fourth, the Congress should enact a new law 

Senator Witzxy. May I ask just why do you say that? Does not 
the American market primarily belong to the American producer, the 
American laboring man? 

Dr. Apams. Senator Wiley, I do not know how many automobile 
workers there are in the United States; I do not know how many 
stockholders there are in the automobile companies, but I do know 
that the number of people who buy cars in America, the customers of 
the automobile industry, are far more numerous than the producers 
of the automobiles. 

I suggest that their interest be taken into account. If we can get 
some foreign competition to bring pressure on this highly concen- 
trated industry to bring its prices down, I think such competition 
would be in the public interest. 

Senator Witry. You now have competition in which the foreign 
cars are taking about 12 percent of the market. I was not thinking 
in terms of the so-called stockholders. I was thinking in terms of the 
millions of people who are employed in this business. 

You have, in Walter Reuther’s-union alone, 450,000 members in 
— and in related industries, but that brings up another 
subject. 

What I am looking for is your answer to inflation, and if your 
answer to inflation is to let the American market go to pieces by im- 
porting foreign goods and putting workingmen out of work, I cannot 
agree with that as a conclusion; because, when you are paying abroad 
50 and 60 cents an hour, and in my Milwaukee we are paying $3 an 
hour to produce machinery and things, then we have got a pretty 
healthy town and a pretty healthy country. I want the solution to 
inflation without cutting the throats of my own economy and my own 
workers and producers. If you have got that, that is what I want. 

Dr. Apams. Senator Wiley, very respectfully I suggest that I have 
unbounded faith in the ingenuity of American enterprise. 

TI say if the tariff on automobiles is reduced, this will not put the 
American automobile industry out of business. Rather, it will force 
the industry to cut prices and compete with European imports more 
effectively. 

The Big Three might decide to put out a small car for a change that 
will suit the pocketbooks of large numbers of American consumers, 
and employment in the automobile industry, which is lagging very 
badly these days, as all of us in Michigan and Wisconsin know, would 
go up rather than down. 








‘ion 
nis- 
ich 


yor- 
ants 


‘e it 
and 
ices. 
-om- 
is, I 


; not 
, the 


obile 
nany 
“now 
rs of 
ucers 


n get 
neen- 
tition 


reign 
iking 
»f the 


rs in 
other 


your 
yy 1m- 
annot 
broad 
$3 an 
pretty 
ion to 
y own 
want. 
L have 


ut the 
| force 
3 more 


re that 
umers, 
g very 
would 





ADMINISTERED PRICES 4787 





Senator Witey. From what information I have, I would say I 
disagree. 

Let me ask you, what was the profit last year per car in the Ford Co. ? 

Dr. Apams. Senator, [ am not a walking statistical manual; I really 
do not know. 

Senator Witey. All right. 

Let me ask you, what was the profit per car that General Motors 
made? 

Dr. Apams. I do not know, but I would be delighted to submit those 
figures for the record. 

Senator Wirery. If you get that, then you can see how much General 
Motors could cut the production. 

en not the result mean a reduction in the wages of the laboring 
men ? 

Dr. Avams. Respectfully, I disagree, Senator, because prices that 
are charged assume a given volume. If you charge lower prices, I 
think you get a larger volume. This is the old-fashioned Henry Ford 
philosophy, and I think it was correct. It was that kind of a philos- 
ophy that made American industry what it is, is seems to me, and the 
philosophy, simply stated, is this: If you cut the price you will not 
reduce your profits, because you will increase volume substantially, 
and you will justify the price cut with increased profits with a larger 
volume of output. 

This is an expansionary theory rather than the restrictionist philos- 
ophy that pervades so many of our administered price industries 
today. 

Senator Wirry. Would your argument apply to every other com- 
modity, including what the farmer produces, what other factories 
in America produce?. You would open up, cut the tariff to the bone, 
there would not be anything—you would not take into consideration 
the stuff that Japan is shipping in, can ship in, where they are paying 
40,50 cents a day for labor ? 

Dr. Apams. Senator Wiley, my suggestion was a limited one, the 
repeal of the tariff on those products which are in highly concentrated 
industries. 

I did not suggest—I say I did not suggest—a general repeal of all 
tariffs now on the books; just in the concentrated industries where 
this problem of administered pricing exists. 

_It seems to me that any kind of pressure you can get on the rigid, 
high administered price ought to be used to bring that price down, 
and this goes right to your point of fighting inflation. This is a 
concrete suggestion along those lines. 

Senator Witey. That is the first concrete suggestion we have had. 

I just want to ask, because I think you are a thinker, whether you 
have taken the cost of a car, beginning where 2 tons of steel enter into 
a given car, up to the point where the wholesaler disposes of it, and 
the tremendous cost of transportation, and the commission of the re- 
tailer is added, in order to see where you would cut the price? 


You are talking about cutting the price in the production of it; are 
you not ? 


Dr. Apams. Yes, sir. 


Senator Witey. That is why 1 asked you to find out how much 
the Ford Co. made per car last year, 
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Dr. Avams. My fourth suggestion is that the Congress enact a new 
law patterned after the Public Utility Holding Company Act of 1935 
to deal with excessive conglomerate power and bigness not based on 
efficiency. ; 

Fifth, the Congress should revise the patent laws so as to provide 
for revocation in cases of abuse or nonuse. 

Under no circumstances should a private firm be given patent rights 
on an invention developed at public expense. 

In conclusion, let me suggest once again that we face the issue 
squarely. ‘The issue is bigness, and the challenge is to harness big- 
ness in the public interest. 

Concentrated power is not a new phenomenon in world history. 
Unless we can contain it and civilize it we shall not only have lost our 
free economy but our open society, and our political democracy. 

We shall have lost the noble experiment in freedom which is 
America. 

Thank you very much, gentlemen. 

Senator Krrauver. Dr. Adams, we appreciate your coming here 
and giving us a very forthright expression of your views. We have 
been asking for specific recommendations. Whether we agree with 
them or not, you certainly have been very specific in your recom- 
mendations. 

Senator Wiley, do you have any questions at this point ? 

Senator Witey. Pardon me just a minute. 

Senator Keravuver. I will turn to Senator Carroll. 

Senator Carroti. Doctor, you were present when I asked questions 
about excessive profits. There is a body of opinion that feels that 
the bigness of corporations is not necessarily dangerous. In the sense 
that you have explained it, when they control a market and they con- 
trol the price and the profit is excessive and the consumer pays for 
their financing, you think this is a real danger to the future of this 
country, our economic freedom? * 

Dr. Apams. There is no question about it, Senator Carroll. 

Senator Carrotu. I asked the question, and, perhaps, Dr. Means 
can join in if he would like to—what I had in mind in propounding 
these questions about excessive profit and about appreciation, we had 
a study made last year, as I recall, where $1,000 invested in United 
States Steel over a 10-year period would yield 600 percent profit. 

Now, this is in appreciation. 

In round numbers the dividend payment was over $1,400, and the 
appreciation of profit was $6,000 on a $1,000 investment. We had 
another study given to us by Walter Reuther. I am now speaking 
from memory, where he said a $9,000 investment in General Motors 
over a 10-year period would earn more money than one of the high- 
paid employees in a 10-year period. 

I think that the profit on that was $45,000 in a 9-year period. 

Now, this could be said to be in appreciation. 

I read in the New York Times, that 10 stocks were picked at random, 
and showed that a $4,000 investment in a 20-year period of 10 selected 
stocks would produce $20,000 profit in 20 years. 

Now, this is the thing which has been running through my mind, 
and I think Dr. Means nailed it down, at least for me in this sense. 
It was the initial price which brought the excessive profit and, in 
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turn, as it is reinvested into the company, it gives the appreciation 
and the tremendous profit. 

This can only be done where there is a great control, do you agree? 
I would like a little explanation. It is not quite clear to me. 

When we think in terms of profit, money for hire is entitled to get 
a reasonable percent. But it has never been fully explained to me 
about this concept of appreciation and a tremendous profit that 
comes. 

I asked the question, I think, of steel and of oil and of the auto- 
motive industry. But they say it hasn’t been liquidated. But it is 
there, and the profit is there. 

Do you have any comment on that? What would be its effect on 
inflation? When we are thinking of inflation, we are thinking about 
the price structure. 

Dr. Apams. Well, Senator, the fact of the matter is that size breeds 
size, and power breeds power. 

Now, a competitive concern cannot force the consumers of America 
to subsidize its expansion. A monopolistic firm or a firm that has . 
substantial market power can do this. 

Repeating, in a sense what Dr. Means says, it seems to me that 
if the steel companies want to expand their facilities they should go 
into the capital market and raise their money and then pay a return 
to the investor for the money that he has risked. 

Instead, what the companies are doing, or trying to do, is charge 
prices so high that they will yield them a large enough profit which 
can be used for the expansion of their facilities. 

Now, this, to me, is taxation without representation, in a way, 
because the steel companies have the power to tax the American con- 
sumer, the steel customer, to an extent that they will be able to finance 
additions which they deem in their own private interest. 

Senator Carrorn. This is true, is it not, of all the giant corporations 
which are capable of administering their prices? 

Dr. Apams. This is the very essence of market power, and that is 
what we mean by market power. It is the ability to tax consumers, 
and consumers are datennbeen against it, because they have no alter- 
natives to which they can turn. 

Senator Carrotn. Has a study ever been made by you or any other 
economist, to your knowledge, of the effect—supposing, steel, for ex- 
ample, went out into the money market for capital. What percent- 
age—I am speaking now pricewise—will be the effect on its price? 
Supposing the consumer were not financing this, these industries and 
their commodities, and their expansion, what effect would that have 
on the price structure ? 

Dr. Apams. Well, Senator, it would be madness for me to try to 
suggest a precise answer. But this much can be said: The effect on 
the price structure would be downward. Prices would be lower than 
they are now. 

Senator Carron. You think that would be a substantial reduction, 
Dr. Means? Have you made a study of that? 

Dr. Means. Well, I turned my attention to the rates at which the 
public utilities are able to get capital for expansion, and when the 
public utility commissions allow them a rate of around 6 percent of 
return on their total capital, borrowed and equity financing, they 
seem to have no difficulty in bringing about a great deal of expansion. 
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Since some of the companies are making very much more than 
that rate of return, I would think that if they went to the public 
and only charged prices which were enough to make their earnings 
just capable of obtaining capital from the market, their rate of return 
would be very much closer to 6 percent and that. would be a marked 
reduction in the price of their products—would involve a marked 
reduction in the price of their products. 

Dr. Apams. I want to endorse that view. I happen to be a con- 
sultant to a large utility in the Midwest, and I find that even the 
rate of return of 6 percent is, perhaps, in excess of what is required 
to attract sufficient capital to maintain the industry and permit it 
to expand. 

Senator Carrotu. Let us assume that one of the major corporations 
desired $100 million capital expansion, and had this control of the 
market, the market power to increase its price and finance it through 
that way. 

Asa ier of fact, I think we have had that very testimony before 
this committee. What industry was that? My information is that 
it happened in the oil industry. 

Now, it seems to me.that the purpose of this was to avoid going to 
the market. It seems to me this is a very important aspect of 
inflation. 

When you think of inflation, it is the movement of prices upward. 
Do you have any comment on that? 

Dr. Apams. Well, Senator Carroll, the facts of the matter are, on 
that score, that these companies in the administered price industries 
are no longer subject to the discipline of a market. 

This, as I put it in my prepared statement, is private socialism 
par excellence. 

They are unregulated, either by the Government or by the discipline 
of a competitive market. 

Senator Carroty. Now, again, just in a word or two, how do you 
think we can meet this problem ? This committee, under the able 
chairmanship of Senator Kefauver, and in the years of experience 
under Senator O'Mahoney, has been over this ground many times, and 
I notice in the morning paper the President of the United States is 
now paying some attention to the work this committee is doing. He 
is moving, in my opinion, in the right direction. 

The question that I am putting to you now, and this will be debated 
for a year and a half or 2 years in this Nation, is this question of 
inflation and the causes of it. 

Specifically, what can we do about these administered prices? What 
can we do about these giant corporations? What can we do about 
getting them to stop the practice of having the consumer finance their 
expansion? What can we do about that specifically ¢ 

Dr. Apams. Senator, I think there is no dramatic monolithic solu- 
tion to the problem. There is no single answer. You have to attack 
along many fronts. 

Let me give you just one example of the kind of thing that can be 
done, that can ly done quickly. As of this moment, there is an em- 

loyee in the executive department of the U.S. Government whose 
job it is to predict the demand for oil on a monthly basis, and “to 
allocate needed production among the various oil-producing States.” 
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The process is familiar. The Bureau of Mines publishes monthly 
estimates of the “market demand” (at current prices, of course). 
Since these estimates are broken down by States, each State can allo- 
cate “allowable production” among the wells in its area (proration). 
The Federal Government then supports the State proration regula- 
tions by prohibiting the shipment of “hot oil” in interstate commerce— 
that is, oil produced in violation of State “conservation” laws. 

Now, these predictions are of demand at a given price because, pre- 
sumably, at a different price the quantity demanded would be different. 

To me, this is Government price fixing. It is not conservation; it 
is stabilization. 

I say that that man in the Department of the Interior should be 
switched to another job. I think the Government should get out of 
the business of fixing or helping to fix the price of petroleum prod- 
ucts by helping to limit the supply. Repeal the Connolly Hot Oil Act 
which helps the oil industry restrict supply and maintain price. 

You see, industry by industry, there are different built-in protections 
than have developed over a period of time whereby the Government 
promotes and maintains concentrated economic power. 

If you want more competition in the trucking industry, I say elimi- 
nate regulation over that industry because if you check the orders of 
the ICC, you will find that there are very few maximum-rate orders. 
Most of them are minimum-rate orders. 

In other words, they are not protecting the public; they are pro- 
tecting the industry. 

Senator Carroiu. It seems to me Senator Wiley makes a good point. 
Coming to oil, we know from our investigating here than Aramco 
over in Saudi Arabia can produce oil at such a low cost, and if they 
bring that oil in to flood the market, they will destroy the independent 
producer. We find again the giant corporations have tremendous 
holdings all over the world, especially in Saudi Arabia. Mr. Chair- 
man, the other day an independent oilman came into my office, a very 
small operator, and he is caught in a price decline. He is caught in a 
squeeze with his production costs up. 

His argument is: If you let the oil flow in, it depresses the price, and 
we will go to the wall. 

Now, this runs all over through the country, at least in the Rocky 
Mountain area. Those are small independent people. 

So these are very difficult problems. When we discuss the ques- 
tion of tariff and the costs in foreign countries and the high costs in 
our country, I come back again, it seems to me, to the basic point 
here that, at least in the large corporations which are capable of con- 
trolling the market on setting prices, the consumer has to finance their 
future operations. I think this is a very important point, and I 
thank both Dr. Adams and Dr. Means for helping me with it. 

I do not understand the solution, much of it, right offhand. I want 
to say that to you. 

It is not much clearer to me than it was last year, but I am glad we 
are attacking it. 

Senator Kzravver. Senator Wiley, do you wish to ask questions 
at this point? We have been here a long time, and I was going to— 

Senator Wixey. In other words, you want me to quit ? 

Senator Krerauver. No, I was hoping that we could get to all of 
these questions by 1 o’clock or shortly afterward. 
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Senator Witey. You know, Dr. Adams, when I was washing dishes 
for my board at the University of Michigan, if I had just had the 
sense to have gotten my hands on a little money and invested it in 
Ford stock, I would have been sitting pretty. But I might say 
that during that time if I had invested in at least a dozen other auto- 
mobile companies I would have lost everything. I can name for you 
a bunch of automobile companies that have gone out of business. 

What I am interested in is to find either a palliative or a curative 
for inflation. 

I understand that you want free trade. Do you want to open up 
the markets of America to be inundated by foreign goods, or at least 
automobiles? I doubt whether that is either a palliative or a curative. 

We have already had up to 12 percent of our market taken by foreign 

oods. 
. But there is another thing I do not quite understand, because tes- 
timony from chaps like you fellows who are recognized as great lights 
on the horizon in economics, go out to the people, and they say, “Why 
don’t those dumbbell Senators take advice like that and go aliead and 
cure rigs’ goo: Sg 


0 
Now, want to come back to these automobile fellows. 


Do you mean to say that because Ford was a success, because Henry 
Ford, in conjunction with the American demand for cars, was a suc- 
cess and accumulated $1 billion, that that in these latter days caused 
inflation or had anything to do with inflation ? 

I am trying to follow through on what I heard you say, because 


as far as I am concerned, I know of a great many big concerns, and 
I have no personal interest in them, and as a result of their efliciency, 
the price of the product they produce is considerably less than if it 
were produced by inefficient concerns, and the public gets the benefit 
of a lower price. 

But again I come back to the fact, is Ford’s success a contributing 
factor through the years—and there were some years when lie did not 
have success, and when he had to go out to the market and try to get 
money and he could not get it, so he called upon his salesmen, and 
if it had not been for them, there would not be any Ford. Other fel- 
lows would have had it. 

Senator Krravver. Do you wish to comment on that question or ob- 
servation, Dr. Adams? 

Dr. Apams. Well, Senator Wiley, first of all, I would like to say 
that the people of Wisconsin, nd am sure the people of Michigan, 
would never criticize you for not accepting a professor’s opinion. 

Senator Witey. Would you talk a little louder? 1f that was a pearl 
of wisdom I want to get it. 

Dr. Apams. No, it was not much of a pearl of wisdom. 

I say the people of the United States will never criticize a Senator 
for not taking the advice of a professor, so you are quite safe on that 
score. 

But I think, perhaps, the difficulty with the automobile industry is 
that there are no longer people like Flenry Ford around. 

Tlenry Ford, you see, was a nonconformist. He was a maverick. 

Senator Witty. What about Romney ? 

Dr. Avams. Well, he is a good man. I wish him Iuck, and he has 
been making some progress, too. American Motors is coming along 
quite nicely under his leadership. 
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Senator Witry. You do not call yourself a conformist, do you? 
Dr. Apams. No. 
Senator Kerauver. Dr. Adams, I want to ask you one or two ques- 

tions. 

You made a point that while a good many people are just neces- 
sary to have very large concentrations of power or even monopoly 
in corporations to have efficiency, you said that that was not true, 
and although you had to have some, and you gave the steel industry 
as an example—I read some of your writings about the aluminum 
industry. 

Does not that also prove the point that at one time we had one 
company during the war, and other times partly through Government 
help other companies came into the field. What has been the result 
of the diffusion of some competition into the aluminum industry? 
Has it hurt efficiency and raised prices or what has been the tendency ¢ 

Dr. Apams. I do not think it has. That is the diffusion of power in 
the aluminum industry we have observed in recent years, I think, 
has not had an adverse effect on efficiency. 

As a matter of fact, I would argue that the increase in competition 
resulting from that diffusion of power has served as a stimulus for 
firms to be on the constant lookout for ways of increasing efficiency. 

Senator Krrauver. One of your recommendations that I was very 
much interested in was your fourth recommendation, having to do 
with conglomerate mergers or concentration. 

We read the paper that some companies that are in the chemical 
business are getting into the aluminum business, or the drug business, 
bringing together different kinds of businesses in what we call con- 
glomerate mergers. 

A question exists as to whether under the present antitrust laws 
there is any adequate way to deal with them, because in no individual 
industry do they have a monopolistic position. But when you take 
it all together, they can drive a little fellow to the wall by losin 
money in one type of business and making it up in the others. 
think it is a very bad trend and has gone entirely too far. I, for one, 
am interested in some kind of legislation to do something about it. 

You suggested a kind of public utility holding company act simi- 
lar to the Holding Company Act of 1934. Just how would you 
visualize that legislation ? 

Dr. Apams. Well, Senator, the Public Utility Holding Company 
Act of 1935 was designed to decrease concentration in the utility in- 
dustry and, at the same time, improve efficiency. 

For example, this was the kind of question raised under the act. 
Why should a gas company and an electric company be owned by 
the same outfit? Is there any benefit to efficiency? Is there any 
benefit to the public interest? Or, if there is an electric company in 
New England, should that electric company be owned by the same 
group that owns another electric company out in the Pacific North- 
west ¢ 

Is there any advantage in terms of efficiency that accrues from that 
kind of concentration ? 

Under the act of 1935, some deconcentration was undertaken with 
due regard to the maintenance of efficiency. 
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A diversification and diffusion of power has occurred to some 
extent, and if we look at that industry, we find that no fatal effects 
have been produced. 

As a matter of fact, I have compared at one time the rate at which 
the securities of the utility companies affected by deconcentration have 
appreciated in comparison to all other utility stocks, and if you like, I 
can submit that for the record. I do not want to speak from memory. 

Senator Keravuver. I would appreciate your doing so. 

(The information referred to may be found in the Appendix on 

>». 4852. 
' amen Wuy. What was the purpose of this act ? 

Dr. Apams. The purpose of this act, as 1 understand it, was to 
bring about substantial deconcentration in the utility industry so as to 
eliminate such sprawling empires as those built up by Sam Insull and 
others, with all the adverse consequences that that had from the point 
of view of the American people. 

Senator Witey. You mean they should not be taken over by holding 
companies? 

Dr. Apams. The question was to what extent was the holding com- 
many device necessary either for the promotion of efficiency in the in- 

ustry or in the public interest. 

Senator Keravuver. Section 7 of the Clayton Act, the so-called 
Celler-Kefauver amendment, prohibits the joining together of com- 
— where it may tend to create a monopoly or to substantially 
essen competition. 

Does that seem consistent with leaving section 2 of the Sherman Act 
as it is with regard to where monopoly is already merged? In other 
words, should section 2 of the Sherman Act be amended so as to include 
the test of section 7 of the Clayton Act ? 

Dr. Apams. Yes, I would be in favor of that. 

Senator Kerauver. Now, summing up your recommendations—and 
they were specific—Government, bye sales programs and contracts, 
should not encourage monopoly. Where there is already a chance of 
real competition, Government regulation should be taken off. There 
should be vigorous enforcement of the antitrust laws. There should 
be dissolution in certain cases; reduction of tariffs in highly concen- 
trated administered-price industries. A public utility relding com- 
pany type of act to deal with conglomerate mergers, and other exces- 
sive concentrations. Revision of the patent laws so as to not give 
private concentrated industries the exclusive right to use products 
developed by the Government. 

Are those your recommendations? 

Dr. Avams. Yes, sir; they are. 

Senator Kerauver. Thank you. 

Mr. Chumbris, do you have any questions! 

Mr. Cuumperis. I see the hour is getting late, Mr. Chairman. I had 
several questions that I wanted to ask the witness. 
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I know that Senator Langer has received mail from his constituents 
on many problems affecting legislation, and I know some of the letters 
the people have written have been concerned with foreign goods com- 
ing into the United States, and the impact that would have on the 
American farmer and the American laborer. 

I was concerned about the fact that, carrying out further what Sen- 
ator Wiley brought out, we know that Ford and General Motors and 
Chrysler and others, and I think Romney said he was considering go- 
ing into the European area for factories, 

If they went more extensively to get the advantage of the lower labor 
costs, then what would you consider the far-reaching effect of more of 
our U.S. factories closing, and General Motors, Ford, Chrysler, and 
so on, operating more in the European market and thereby decreasing 
our American labor market ? 

Dr. Avams. May I point out the difference between high wage rates 
and high labor costs, 

American industry is more efficient than Chinese industry, even 
though the Chinese Med coolie labor at their disposal. 

The fact that the American worker gets a high wage is a reflection 
of his productivity, and the fact that our goods compete with the 
goods of low-wage countries does not mean that we are at a compara- 
tive disadvantage. 

Mr. Cuumpris. So we have testimony in the steel hearings and the 
automobile hearings. 

In the steel hearings, for instance, the average wage increase per 
ton was anywhere from $2.80 to $3.15 per ton. That was the difference 
between them whether you take the labor figures or the industry 
figures, 

Industry comes along and says that “We must increase at least $6 
a ton because for every dollar of wage costs we must have another dol- 
lar for materials, transportation, depreciation and all the other costs 
that go with it.” So they say $3.15, if that is the increase, they say 
they need at least $6 or $6.30 to break even. 

Now, the point is how will American industry be able to face the 
European competition when the price of some of the European cars 
are much lower already, without the wiping away of your tariff, and 
what effect would that have on the American labor market? 

I believe that Mr. Reuther, when he was asked that question, was 
against the idea of lowering tariffs, if I am not mistaken, on that same 
basis. It would hurt the American labor market. 

Dr. Apams. I do not know about Mr, Reuther’s position on this 
subject. I hope that I have the same tender regard for the American 
workingman as everybody else. 

But I think American industry can well survive against forei 
competition. I think this foreign competition in the automobile 
industry would be a wholesome thing. It would force the industry 
to be responsive to market forces. 

The Big Three, as a result of such European competition as we 
have had, will no doubt bring out a small car of their own. When 
that happens it will capture a large segment of the small-car market, 
and you will find that the European cars will disappear from the 
American scene to a considerable extent. 
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I think the whole process, by the time it has worked itself out to 
its ultimate conclusion, will have benefited the American consumer 
and the American industry serving that consumer. 

Mr. Cruumpris. Have you considered whether there would be a 
change of the American standard of living? In other words, would 
the American standard of living, in order to meet this lower cost of 
its product, lower itself to the standard of the competing foreign 
countries ? 

Dr. Apams. I donot think that is at all necessary. 

As I tried to point out before, high wages are not synonymous with 
high-labor costs. There is a difference in productivity between Amer- 
ican industry and European industry, sak this enables us to compete, 
and compete quite effectively, in international markets simply because 
the productivity of American industries is greater than many of its 
rivals, and part of the answer to that, of course, is volume, which the 
Europeans do not have. 

Senator Kreravver. Is there anything else? 

Mr. Peck. Mr. Chairman. Do I understand your suggested legis- 
lation, Mr. Adams, which was to be patterned similarly to the Public 
Utility Holding Company Act of 1935, to be the same bill consisting 
of about 61 pages which you presented in draft form to the Celler 
committee on December 1, 1949? 

Dr. Apams. Yes, especially along those lines, yes. 

Mr. Peck. If I recall that particular bill accurately—and please 
correct me if I do not—it provided that when a company reached a 
certain size, it would have to file all kinds of information with some 
given Government agency, and that Government agency would there- 
upon review it and then call upon the company to justify its existence 
cr the ground of efficiency, to show cause why it should not be dismem- 
bered, so to speak, into smaller organizations. 

Is that essentially the gist of the bi]l? 

Dr. Apams. I forget now what the cutoff point was, but companies 
with assets of less than $25 or $50 million were completely exempt 
from my proposed bill. 

Mr. Pecr. Yes. But past a certain point they would have to jus- 
tify their existence? 

Dr. Avams. That is right. 

Mr. Peck. On grounds of efficiency ? 

Dr. Apams. And the reason for that is clear, namely, that past a 
given point in absolute size, you can say that these companies are no 
longer private companies, as Dr. Means pointed out. They are 
affected, and very deeply affected, with a public interest. 

For example: A utility company that has a monopoly in a par- 
ticular field is not allowed to charge any prices or any rates that it 
chooses. We say a company of that sort is affected with the public 
interest and therefore subject to government regulation. 

Mr. Prcx. Certainly public utilities are different from ordinary 
manufacturing firms in that most public utilities are recognized as 
natural monopolies. Natural gas companies and electric companies 
have a tendency to be of a natural monopoly nature. 

Dr. Avams. Why are they natural monopolies? If you take the 
electric companies, you can say that they too are subject to competition 

by other forms of fuel. 
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Mr. Peck. Perhaps, but they seem to be recognized as such. They 
are franchised, they are under close supervision and direction, and 
most everybody uses electricity, most everybody uses gas; most every- 
body rides in streetcars, and things of that nature. They tend to fall 
more readily into acceptable monopolies than, we will say, an auto- 
mobile manufacturing company or a manufacturer of glassware. 

Dr. Apams. But, sir, if General Motors has considerable market 
power, as much market power as perhaps the Detroit-Edison Co., why 
should one be regulated by the State and the other be completely un- 
regulated? Is it merely a matter of definition? Do we call one a 
natural monopoly and let it go at that ? 

Mr. Pecx. I would never suggest that any organization be abso- 
lutely free of all regulations. My only point, sir, is this: 

If a manufacturing company, or a fabricating company, or a com- 
_ of any type, is eventually at the stage where your proposed legis- 
ation would require it to file statements in justification of its very 
existence, wouldn’t we then find ourselves in a position where the exist- 
ence and the efficiency of a company was to be judged not by the peo- 
ple who knew that business, who worked in that business, who had 
spent their lives perfecting their business, but rather by some agency 
here with the very power of life and death granted them by some sort 
cf political appointment ? 

r. Apams. Sir, my answer to that is very simple. It is a question 
of philosophy. The question is this: Do you believe that private 
power should be allowed to have a stranglehold on the public with- 
out any supervision, or do you believe that the public should have 
some supervision over private power ? 

I say to you that the managers of the United States Steel Corp. 
have not been elected by anybody. They have not been elected by 
the consumers of America, and they have not been elected by the 
laborers working for that enterprise, and so on. Yet they have the 
power to determine what the price of that product is, and they have 
the power to determine it substantially without being subject to the 
discipline of a competitive market. 

Traditionally, we have looked upon competition as a regulatory de- 
vice. We have said, “Yes, you, Jones, are free. You can do as you 
please, because you cannot adversely affect the public interest. What 
you do is subject to the regulatory effect of the competitive market- 
place.” 

Well, once you remove that competitive marketplace, then you have 
uncontrolled power, and uncontrolled private power, I think, is incon- 
sistent with the maintenance of democratic institutions. 

Mr. Peck. And you would prefer, then, the existence of power in 
the hands of a small group in Government rather than a larger group 
outside of Government which is in competition with producers of the 
same product, producers of competing products, and subject at all 
times to the stresses of public opinion expressed in the newspapers and 
magazines, and the possibility of such things as are commonly known 
as buyer’s markets ? 

Dr. Apams. My preference is very clear. My preference is not for 
Government regulation or Government ownership. My preference is 
the old-fashioned preference for the competitive marketplace, and I 
say let’s have competition to do as much of the world’s work as it 
possibly can. 

85621—59—pt. 9 —8 
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I believe in a diffusion of power. To borrow from Lord Acton, I 
think that power corrupts and absolute power corrupts absolutely, 
I want to avoid it whether it is in public hands or in private hands. 

But, if given the choice between absolute power in private hands 
or in public hands, I must choose the latter, simply because the people 
ai least have an opportunity to elect their representatives. They have 
no such opportunity to elect the managers of private concentrated 
economic power. 

Mr. Peck. Thank you very much, sir. 

Senator Keravuver. Thank you. 

a _— Mr. Chairman, can I extend one thing he just men- 
tione 

But the only difficulty is, Doctor, that Dr. Means, sitting next to 
you, has practically stated that administered prices are something that 
are here, something that will have to stay if we are going to continue 
with our industrial way of life. So we have to face that particular 
fact, that we cannot go back to competitiveness in the sense that every- 
thing will bea market price. Our way of life has changed. 

Now, using that premise, will you still make the statement that you 
just made? 

Dr. Avams. I do not accept the premise; that is Dr. Means’ opin- 
ion. I happen to differ with him. 

Mr. Cuumpris. Good. That is what makes America such a great 
country. We have the ability to have diversity of opinion and sit 
down and express that diversity. 

Dr. Apams. I agree with his diagnosis; I agree it is a brilliant 
piece of analysis, but I very respectfully and humbly disagree with 
his cure. 

Dr. Means. I agree with that precisely. We have had a brilliant 
analysis of competitive theories and its implications. 

Senator Kreravver. That is the purpose of these hearings. We get 
different points of view and see whit the different alternatives are, and 
what the experts on this subject think. 

I believe it was Woodrow Wilson who said that if the American 
people can get all the facts and all the different viewpoints, they will 
somehow come up with the right solution. That is what we are 
trying to do. 

Mr. Dixon, do you have any questions? 

Mr. Drxon. Mr. Chairman, the hour is late. I want to ask just a 
very few questions of you, Dr. Adams. 

Traditionally, we have depended upon the antitrust laws plus the 
Federal Trade Commission Act to render to the American public the 
fruits of price competition, have we not? 

Dr. Apams. That is correct. 

Mr. Drxon. I can say “Amen” to some of the statements I heard 
you make. 

Today we have a cease-and-desist order issued by the Federal Trade 
Commission against the principal producers of steel. I think that 
order was issued about 1951, and yet as recently as 1957-58, we have 
seen steel prices advance identically by all of the manufacturers. 

That order prohibits them only from agreeing by conspiracy to fix 
ae and does not prohibit them from raising their prices individ- 
ually. 
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If I understand your testimony, it adds up to this: That we can- 
not expect to have price competition so long as there is vested in one 
or more corporate hands the right to arbitrarily make and determine 
prices, is that correct ? 

Dr. Apams. That is essentially correct. 

Mr. Dixon. Then, would that not boil down to a problem of size, 
a age of power? 

r. Apams. That is my testimony. 

Mr. Dixon. Can we expect to have competitive pricing in our in- 
dustrial society as long as this size remains? 

Dr. Apams. The tendency would be the other way. 

Mr. Dixon. Then, if I understand your testimony, you would sug- 
gest to this subcommittee that legislation is required in order to con- 
trol or to strike down that size. 

Dr. Apams. If competition is our goal, yes. 

Mr. Dixon. You certainly would suggest that we continue to have 
competition as a goal, would you not? 

Dr. Apams. Yes; I would. 

— Can we have a free enterprise system without compe- 
tition 

Dr. Anams. Not in my opinion, unless you mean by free enterprise 
letting people do as they please without being subject either to the 
disci i ine of the competitive market or to the discipline of Government 
siealation. 

Mr. Dixon. Do you think it is fair to the public at large when they 
are subject to a pricing practice that we have described here as admin- 
istered prices, as it refers to the steel industry? Do you think the 
public is being dealt with fairly by the steel industry ? 

Dr. Apams. If by fairness—and I do not want to inject moral con- 
notations here—if by fairness we mean the lowest possible price, I 
think the public is being dealt with unfairly. 

Mr. Dixon. I mean by that, the public would be denied the benefits 
of price competition. 

r. Apams. That is correct. 

Mr. Dixon. The Federal Trade Commission Act in section 5 de- 
clares that unfair practices and methods of competition and unfair 
acts are unlawful. Would you suggest that perhaps the same test 
should be added to section 1 of the g rerman Act? 

Dr. Anams. I prefer not to answer that. Quite frankly, I haven’t 
thought through the implications and I 

Mr. Dixon. Would you think about it and advise this committee of 
your opinion ? 

Dr. Apams. Yes. 

Senator Keravver. Gentlemen, we thank you very much for coming 
and being so patient and giving us your opinions on these subjects. 

The full Jellicars Committee meets on Monday morning. Monday 


afternoon at 2 o’clock we will have Dr. Corwin Edwards before this 
subcommittee. 

Mr. Cuumprts. Are we adjourning ? 

Senator Keravuver. We are recessing until next Monday. 

Mr. Cuumerts. Is Dr. Means to be back? I have one question of 
Dr. Means. 

Senator Kerauver. We had not planned to call him back. 
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Mr. Cuumnrts. I was not sure that I understood him correctly. 

Did you say, Dr. Means, that balancing the budget is immaterial in 
the inflationary spiral ? 

Dr. Mrans. I came very close to saying that, but didn’t say it. 
What I did say was that the budget action was not the source of the 

resent inflation, of this administrative type, and that budget would 
ie very little effect on this kind of action. 

There are other kinds of inflation—and this is what I did not say— 
there are other kinds of inflation in which budget action would be very 
important. 

At the present time, insofar as we need budget action oriented to the 

roblems of our national economy rather than our household book- 
idan of the Government, the valuable think would be to have a 
budget that stimulated demand and reduced the 4 million unemployed 
that we have at the present time. 

Mr. Cuumpnis. Dr. Nourse said that deficit spending feeds the fires 
of inflation. Is that a correct or an incorrect statement ? 

Dr. Means. I pointed out three different kinds of inflation this 
morning. I spoke of three different kinds of inflation, and the kind 
of inflation that comes from excess of demand will be fed by Govern- 
ment deficit; and administrative inflation certainly will not be. 

Mr. Cuumpnts. But if we had a $12 billion deficit each year, say, 
for a period of 5 years, that is a $60 billion deficit. Added to your 
$287 billion deficit we now have would take us way over the $300 bil- 
lion deficit that Congress will not tolerate, thus far, anyway. 

Dr. Means. If we have a $5 billion deficit this year, we would 
probably have full employment. Then you wouldn’t have to run 
further deficits, if you maintain an appropriate monetary policy. 

Mr. Crrumpris. We had a $12 billion deficit last year and we had 7 
million unemployed. 

Dr. Mrans. But you had a tight money policy. 

Mr. Crrumnnis. Thank you very much, Mr. Chairman. 

Senator Kerauver. Do you want to enlarge on that? You had a 
tight money policy, so what? 

Dr. Mrans. The tight money policy was so depressing on our 
economy even a $12 billion deficit, if that was the figure, was not 
enough to give us full employment again. 

Senator Krrauver. You mean if we had not had a tight money 
policy, we would have had less unemployment and less of a deficit? 

Dr. Means. Yes; that is what I mean. 

Senator Krravuver. I think you said in your statement here that 
the tight money policy substantially caused the depression. 

Dr. Means. I believe so. 

Senator Keravver. I think that is true. 

Dr. Means. May I make one statement ? 

Senator Kerauver. Yes. 

Dr. Means. In answer to a question that was asked of Dr. Nourse, 
a section of my previous testimony was read about the very per- 
vasive existence of administered prices through our economy. 

I would like to point out in answer to the question how does this 
reconcile with the focus of this committee on the large companies, 
that the existence of administered prices makes it perfectly clear 
that you have not got classical competition in the sense that the prices 
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are determined by the market. The existence of administered prices 
means that you do have some degree of administrative discretion. 

Where you have administered prices you may have monopoly, you 
may have what the economists have come to call oligopoly. I am 
not a turkey gobbler and I don’t like the word. 

I would refer to this situation as administrative competition. 
Competition which is different from classical competition and is 
administrative. 

Where you have administrative competition, the situation may be 
such, through the ease of entry into the industry and all sorts of fac- 
tors, administrative competition produces very much the same result 
as if you had classical competition, so far as the long run is concerned. 
Whether it produces the same effect in the short run is a different 
matter. 

The problem that we need to concern ourselves with in terms of 
power 1s the situation where the area of discretion is so large that 
it becomes socially important. I would say that the area of discre- 
tion involved in these big price rises was socially important, and that 


is the focus of attention. 

Whether you choose in final analysis to control the power repre- 
sented by this pricing through breaking up enterprise into smaller 
units, much smaller units, whether you choose to control it by public 
utility-type of regulation, whether you choose to find some new con- 
structive path, is to me the problem that you are faced with here. 

Senator Krravver. I think that is a very good note to end on. 


Thank you very much, Dr. Means, and thank you very much, Dr. 
Adams. 

We will stand in recess until 2 o’clock Monday. 

(Whereupon, at 1:20 p.m., the subcommittee recessed until 2 p.m., 
Monday, January 26, 1959.) 
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MONDAY, JANUARY 26, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 2:10 p.m., in the 
caucus room, Senate Office Building, Senator Estes Kefauver presid- 





ing. 

Presint: Senators Kefauver (chairman) and Wiley. . 

Also present: Paul Rand Dixon, counsel and staff director; Peter 
N. Chumbris, counsel for minority; Carlile Bolton-Smith, special 
counsel for minority ; Theodore T. Peck, special counsel for minority ; 
Horace L. Flurry, assistant counsel; Peter T. Posmantur, attorney; 
Dr. John M. Blair, chief economist; E. Wayles Browne, Jr., econo- 
mist; Walter S. Measday, economist; and Gladys E. Montier, clerk. 

Senator Keravuver. The committee will come to order. 

The members of the subcommittee are very glad to have here an old 
friend in the antitrust field, whom many of us have known in Wash- 
ington for years before he went out to the University of Chicago 
to be professor of economics. Dr. Corwin Edwards is now with 
the University of Chicago. He was formerly the Chief Economist 
with the Federal Trade Commission, as well as an economist with the 
Antitrust Division, and is one of the best informed men on this subject 
that I know of. 

In an effort to find a solution to the problem of the concentration 
of economic power, I am sure that Dr. Corwin Edwards will have 
interesting observations and thoughtful recommendations to make. 

There will be printed in the record at this time a list of some of 
the thoughtful books and papers that have been written by Dr. Ed- 
wards, many of which bear directly upon the matter we are here dis- 
cussing. 

The list referred to may be found in the appendix on p. 4851.) 
enator Kerauver. Dr. Edwards is not a lawyer, but he is very fa- 
miliar with all of the legal aspects in the antitrust field. 

Dr. Edwards, we know you do not have a prepared statement, so 
you proceed in your own way. We are glad to have you. 
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Senator Krravver. Senator Wiley. 


Senator Wier. All I want to say is, after that buildup, do not let 
us down. 
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Now, let us go. 

Dr. Epwarps. I shall try to follow your request, Senator Wiley, to 
get right to the meat of the matter. ; 

I have not been studying the problem of inflation. I have long 
studied the problem of the market tactics of big business in their rela- 
tion to antitrust policy. I propose to start from the assumption that 
has been common, so far as I can see, to your previous witnesses, that 
what we are trying to do is to have a successful competitive private 
enterprise economy, and that we are not seeking for alternatives to 
a general policy of competition. 

I propose to start also from an assumption which, in one way or 
the other, seems to me to run through all current economic discus- 
sions of big business. That is, that big business neither fits the tradi- 
tional pattern of competition nor the traditional pattern of monopoly, 
but is something in between. This gives us a problem as to how our 
traditional policy fits this kind of situation. 

One more starting point: Large enterprises differ a great deal, one 
from another, in their price policies and their other marketing poli- 
cies. Included among them are firms like the early Ford Co., with 
its leadership in price reduction, and firms like the Alumnium Co.— 
before the antitrust case—which had been characterized by price 
maintenance and price increases. This suggests that the approach 
to big business must be selective. There are problems in the big 
business field that call for corrective Government action. They are 
not common to all large enterprises, nor are they the same problems 
in. every case. 

It seems to me that to approach the problem of a big business 
whose price policies or other marketing policies you do not like 
through an effort at affirmative price control is not very satisfactory. 

Price controls are, by their nature, nonselective. You start out to 
control one price. You then have to control the costs that underlie 
that price; you have to be concerned with the relation of the price 
of that article to the prices of substitutes; and so you get from a 
little price control to a great deal, with almost no stopping place 
along the road. 

Price controls are hard to apply where you have a number of 
different enterprises in competition, or partial competition, with one 
another. One concern has low costs; another, higher costs. 1f you 
impose upon Government the duty of fixing a price, you necessarily 
make the price high enough to enable the higher cost concerns to live 
and thus do not expose them to the types of pressures that you want 
high cost concerns exposed to. 

Senator Witey. Are you talking to the point now that Government 
should not impose price controls ? 

Dr. Epwarps. On large business. 

Senator Witey. What? 

Dr. Epwarps. That you should not impose price controls on large 
business. 

Senator Wirry. All right. 

Dr. Epwarps. A third and last point in this direction: Any price 
control necessarily implies knowledge about cost. When Paul Green, 
now dean of the School of Business of the University of Illinois, was 
Deputy Administrator for Accounting in OPA, he made a study of 
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the cost information available to American business, and he reported 
in an OPA pamphlet on cost acounting that 85 percent of the com- 

anies, by number, and about 75 percent by volume, did not have cost 
information in such a form that they could supply costs for individual 
products. 

In other words, the basic information for intelligent price control 
was lacking. Although the large concerns have better accounting than 
the small, they also have much more diversified product lists, and this 
greater difficulty tends to offset the greater information. 

Senator Witry. May I interject there, Mr. Chairman, because it 
is very interesting. 

You have apparently reached the conclusion that the Government 
should not attempt to control prices. Does that apply under all 
conditions, war or great emergencies, or just peacetime conditions? 
Then, again, does that apply to all the factors in a price? For in- 
stance, does it apply to labor? We have applied a minimum wage: 
Should we permit the sky as the limit in labor? And what effect 
does it have on the matter of inflation ? 

Dr. Epwarps. Those are two or three questions, Senator. May I 
take them in series ? 

Senator Witry. Take them one by one. 

Dr. Epwarps. Number 1, When you are hit with a sudden change 
in a whole environment, as you are in war, you do the best you can. 
You can do a little better than usual because you have a single, com- 
mon purpose, to win the war, and an unusual degree of cooperation, 
goodwill, and patriotism on the part of those controlled. 

Senator Witry. Aren’t we in a war now, in inflation ? 

Dr. Epwarps. Not in the sense that we can get agreement on a single 
purpose. 

Senator Wirey. Inflation is stealing from the poor devils who are 
living on a fixed wage and inflation is stealing from insurance, and 
inflation is stealing from pensions, and we are stealing from the bond- 
holders. Isn’t that something of a war? I know what you are getting 
at, but you are a specialist. Now let’s find out where the remedy is. 

Dr. Epwarps. I would not agree that you have the conditions that 
make price control possible in war, agreement by everyone on what 
your purpose is and the willingness of people who ordinarily follow 
their selfish interests to sink them for the time being in a great na- 
tional purpose. That is the thing that made price control possible in 
war, and even in war price control had many drawbacks. 

Now as to controlling the particular elements of price, such as a 
wage: A minimum wage itself raises great problems, but to set a 
minimum is not to apply wage control that is like price control. 
You would not think of lela the Government set the actual rates 
of wages of all varieties of labor in all varieties of occupations. And 
a price ceiling cannot be a ceiling on commodities in general, or on 
groups of commodities; it has to be a differentiated set of maximum 
prices for each commodity. The only way we found, even in wartime, 
to simplify the problem was to establish a price freeze, and a freeze 
was admittedly something that would be intolerable if it were not 
short. It was because we thought the war would last a short time, and 
that the price relationships would not get too far out of line in a 
short time, that we dared think about a freeze. 
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Senator Witry. We have not heard yet from the pensioners or the 
people who are living on social security. They will be coming in 
retty soon. And we have not heard from the millions of bond- 
lahdaes whose bonds are worth so much less, or the insurance fellows. 
They will be coming in pretty soon if things keep on going, and we 
want you doctors of the economic system to give us at least a pal- 
liative, if not a curative, for this proposition that we are in. 

Dr. Epwarps. Right. I will turn directly to the second part of my 
statement then, Senator. 

Senator Winey. All right. 

Dr. Epwarps. My first statement was that I do not think the way 
to proceed about what you dislike in big business enterprises is along 
the road of price control. 

My second statement is that the proper road seems to me to be along 
that of antitrust policy, but that we should extend and strengthen that 

olicy. 
" in the first place, antitrust action can be, and indeed must be, 
selective. You start a particular case against a particular company 
for a particular reason; and if you accept my belief that the problem 
of big business differs from one company to the next, this selective 
attack is indispensable. 

In the second place, antitrust action gives you your best chance 
to keep the virtues of large enterprise while getting rid of objection- 
able aspects. We want business enterprises to try to grow, we want 
them to show initiative and ingenuity. We want, in other words, 
the advantages of private decision and private energy. 

Senator Wier. We need a little corporate tax, too, don’t we? 

Dr. Epwarps. A little what ? 

Senator Wiiry. Corporate taxes. 

Dr. Epwarps. I am not a student of taxation, Senator. I do not 
know just exactly what point you are shooting at there. 

Senator Witey. What I am getting at, you want business to grow 
so at least the Government can get taxes. 

Dr. Epwarps. That among other things. 

Senator Wier. Yes. 

Dr. Epwarps. But not the only reason, or even the chief one. 

Now antitrust policy, as applied to big business, seems to me to be 
defective. In the first place, this is the only major policy of the 
Federal Government which has no high-level cunitalion’ responsibil- 


ity. There is in the Department of Justice, at the subcabinet level, 

an agency committed to the prosecution of offenders. There is one 

independent commission which is concerned with similar problems. 

When you get to questions of the bearing of tax or public re- 
I 


source policy, foreign policy, or any other aspect of Government 
action upon the competitive policy and its effectiveness, there is no 
one whose major job it is to look at that problem and make decisions. 

While I was in the Antitrust Division, we found ourselves from 
time to time thinking that some action of the Secretary of Agricul- 
ture, or the Interstate Commerce Commission, or the Department of 
State, raised problems for competition. We were in the position of 
trying to negotiate, as staff people with staff people, or via the Gov- 
ernment’s law office, in matters which: were of primary concern to 
someone else, and there was no one in the cabinet whose function it was 
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to view the entire policy of competition in its various aspects and seek 
to determine what was best in the light of it. 

Senator Witey. Do I understand you feel there should be a specific 
Cabinet office set aside to determine which one of the big industries 
might be guilty of violating the antitrust laws? 

r. Epwarps. No, Senator, that is not what I am trying to say. I 
am trying to say that, just as problems of agriculture get considered 
because there is someone who has to think about agriculture as a 
whole, and just as problems of labor get considered because there is 
someone who has to think about labor as a whole, there should be 
somewhere in the Government—and I am not sure it is at the Cabinet 
level--someone who has to think about the bearing of the policies of 
Government on competition as a whole. 

Senator Wirey. Over and apart from the Office of the Attorney 
General ? 

Dr. Epwarps. The Attorney General cannot properly do it. He 
can think about this-particular job of enforcing the Sherman Act, 
which is only a part of it. 

Senator Krravver. Dr. Edwards, I am very interested in your 
statement about this, and I wish you would enlarge upon it. Per- 
haps you had in mind doing so ae 

T stated about 3 weeks ago that I thought one of the prime needs in 
our Government was to have some agency which would be thinking 
about consumers and would be the special representative of thé con- 
sumers in the various departments of Government and would ana- 
lyze the effect a certain action would have on the consumer. I used 
the same reasoning that you did, that every other special interest is 
represented, commerce by the Commerce Depatrment, labor by the 
Labor Department, agriculture by the Agriculture Department, and 
so forth. 

I have been trying to draft a bill along the lines you are talking 
= and which I talked about earlier, but I find it very difficult to 
do. 

Dr. Epwarps. I can understand that. 

Senator Keravuver. There are problems of where this agency will be 
and what it will do and to whom it will report, how it will get in to be 
heard, how it will be considered. But we are making some progress, 
and I do hope you will take this occasion to enlarge not only upon 
the idea, but the mechanism that you think would be most useful. 

Dr. Epwarps. Senator, I have not given close consideration to the 
mechanism, and I am extremely sorry to say I cannot do much en- 
larging without wasting your time. I shall think about it further 
and communicate with this committee further if I get more ideas. 

At the moment, my thinking boils down to this: There is a gap 
wherever questions of high policy, rather than just questions of prose- 
cution, are involved in maintaining competition. No one has his 
eye explicitly and properly on that ball. 

Senator Krerauver. And sometimes a Government department, in 
the interest of trying to serve the segment of society that comes under 
its jurisdiction, will take some action, not thinking about the effect it 
18 going to have on consumers as a whole. 

wish, Dr. Edwards, you would give this matter further thought, 


let us hear from you, and your statement will be made a part of the 
record. 
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Dr. Epwanps. I shall be happy to, Senator. 
(A statement supplied by Dr. Edwards may be found in the ap- 
pendix on p. 4853.) 

Mr. Peck. Mr. Chairman, might I ask a question ? 

Senator Kreravver. Allright, Mr. Peck. 

Mr. Peck. Dr. Edwards, in line with this new idea which you have 
offered to us, might this individual, this high-ranking Government 
official who would devote his undivided attention to the administration 
and amplification of our procompetition laws, might he, in addition 
to caring for the welfare of the consumers in general, also carry within 
the scope of his activities the general field of farm cooperatives and 
organized labor unions, such as Dr. Nourse suggested the other day? 

Yr. Epwarps. Conceivably, sir, and conceivably also he might be 
concerned with some of the problems that Mr. Adams brought up as 
to the anticompetitive effects of regulatory bodies. 

I think I can illustrate my point in this way: If there is a situation 
in which Government policy toward agriculture and Government 
policy toward labor are in conflict, you have a legitimate spokesman 
for each, and you have the basis for working out a sensible compromise 
expressing, as best you can, overall Government policy. 

Mr. Pecx. So that this individual would be charged with the pri- 
mary responsibility of maintaining a free and readily working com- 
petitive-— 

Dr. Epwarps. Right. 

Mr. Peck. Enterprise system from all aspects ? 

Dr. Epwarps. If either agriculture or labor has a policy that con- 
flicts with the maintenance of competition, there is no one with an 
assigned responsibility to defend the competitive policy. 

If an agency like Federal Trade, or the Antitrust Division, starts to 
do it, it is voalty reaching outside its province and, in effect, meddling 
in affairs that are not assigned to it. 

The second point I want to stress is that, so far as large enterprise 
is concerned, we operate with bits and’pieces of inadequate knowledge. 
Just take as simple a thing as the question of how much concentra- 
tion there is in the United States. For a time, in collaboration with 
Mr. Blair, who is now attached to your committee, I had some re- 
sponsibility for an effort to try to make some studies in this field. I 
have tried to keep track of what has been done since I left Govern- 

ment. It is noteworthy that everything done thus far has been ad 
hoc—somebody, somehow, scraped some money together and made a 
study. There has not been any continuous responsibility, any certainty 
that there would be recurrent studies at regular intervals on a common 
plan, and hence there has not been a well-worked-out plan to deal 
with all the very difficult conceptual and statistical problems that 
underlie such studies and to deal with them in a way that will win 
the support and assent of the people who have a legitimate concern 
with am. Now this means that we still are in the absurd position 
of having people argue as to whether concentration is increasing or 
decreasing, and how much. We need to have basic facts clear before 
we can even begin to make sense in developing policy. 

Senator Krravver. Dr. Edwards, as you know, this subcommittee, 
largely under the direction of Senator O’Mahoney, in cooperation with 
the Bureau of Census, prepared a report on this general subject. You 
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know, of course, about the report entitled “Concentration in American 
Industry” ? 


Dr. Epwarps. I am familiar with that study and think it is a very 





e fine thing to have done. 
t Senator Krravuver. This report is dated 1957, and is based on the 
n 1954 census. It is now 5 years old, of course. It undertook to give 
n the extent of concentration in all categories of industry. The Federal 
n Trade Commission said it was very useful to its work, and so did the 
d Antitrust Division of the Department of Justice. There has been 
Y a great demand for it. 
oe r. Epwarps. And my suggestion, Senator, is precisely that this 
AS committee, or through this committee, some appropriate agency, make 
plans to have studies like that, and like the Cuaneindents thousand 
om corporation study, done, not just once, but recurrently at regular 
nt intervals. 
in Senator Keravver. You mean it ought to be kept up to date every 
se ear 
, Dr. Epwarps. I am not sure of the exact interval, but regularly, so 
ri- that we can say, this is the trend of concentration, not only now, but 
m- in 1960 and 1965, and know what we are talking about. 
Now just as that needs doing 
Senator Wirey. Pardon my interrupting. You and the chairman 
have discussed concentration with the apparent implication that all 
yn- concentration, so to speak, is detrimental. Would you mind givin 
an us an example of concentration as it exists today that is detrimenta 
to the general welfare, and then tell us what the remedy is, in your 
: to judgment, if it needs a remedy ? 
ing Dr. Epwarps. May I first disclaim the implication that you at- 
tributed to me, Senator? I do not believe that all degrees of concen- 
“ise tration everywhere are contrary to the general welfare. 
ge. Senator Wixry. That is good. 
ra- Dr. Epwarps. I do think one needs to know what concentration is 
rith before he can tell where it is detrimental to the general welfare. 
re- Senator Witry. And now you claim we do not know? 
.s Dr. Epwarps. I claim we have spotty knowledge. 
mn- Senator Wier. Have what? 
ad Dr. Epwarps. Spotty knowledge. The most important thing we 
le a need to know, probably, is what its trend is. 
inty Senator Witzy. Give us an example of the spotty nature that you 
mon talk about. 
deal Dr. Epwarps. There is a private study by a professor at MIT which 
that insists that concentration since the turn of the century has been at 
win least not growing, and probably going down. ‘There are several gov- 
cern ernmental studies which insist that concentration over the last 15 to 20 
tion years has been going up, though not very rapidly. There is a private 
or study by Berle and Means for the early part of the century saying it 
fore was going up very rapidly. Among the economists in this field, the 
question whether concentration is growing, and if so how fast, is not 
ttee, regarded as settled, by any means. 
with Senator Wier. You are talking now about economics. Are you 
You talking about concentration of power in labor and other channels? 


Dr. Epwarps. No, I was talking about a limited concept of concen- 
tration, the extent to which manufacturing is in the hands of relatively 
few companies. 
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Senator Wizey. And because of that do you claim that the con- 
sumers are gypped, or do you claim that their efficiency has resulted 
to the benefit of the consumer, or do you claim that it is an antitrust 
violation? Which one? 

Dr. Epwarps. I claim this is basic knowledge that we need for those 
questions, just as truly as knowledge about the trend of prices. 

Senator Wixey. I donot think you answered my question. 

Dr. Epwarps, Because I was not claiming any of the things you 
were attributing to me. 

Senator Witey. Thank you very much. 

Dr. Epwarps. Either that it was always harmful or always good. 

Senator Winey. I think you are a very fair witness, and you do not 
want the general public or some of these extremists on either side to 
get a wrong notion of what we are doing here. We are primarily 
engaged in two angles of this, first, if there is a violation of law, we 
want to know it; and secondly, we want to know if some of you econo- 
mists cannot tell us the answer to this inflation peril. 

Dr, Epwarps. Thank you, Senator, and thank you for your kind 
words about me, 

Now a second thing that we ought to try to get is basic information 
about the profits, the sales, the operations of large companies. We 
do have that for listed companies because they have to supply income- 
statement and balance-sheet information if they are going to be listed 
on securities exchanges; but of the companies having $5 million or 
more of assets in the field of manufacturing, there are just about as 
way that do not have listing as that do, and of these a considerable 
number publish either very scanty or no information about their 
operations. When a concern becomes big, its operations are of inter- 
est not only to a far-flung group of workingmen and a far-flung group 
of consumers, but to a he group ot eee and these facts 
should be made public. ‘ 

Senator Kerauver. Dr. Edwards, how would you have them made 
public? How would you get this information to the public? 

Dr. Epwarps. I should like to see the Congress require that corpor- 
ations doing business in interstate commerce above a given level of size, 
as measured by whatever is the best measure, are required to publish 
income statements and balance sheets at least once a year. 

_ Senator Keravver. And file them with the Federal Trade Commis- 
sion or—— 

Dr. Epwarps. Some Government agency, perhaps the SEC. 

Senator Kurauver. Give us an example of a very large company 
that is not listed on any of the securities exchanges? 

Dr. Epwarps. I have not looked in the last year or two, but it was 
true of Lever Bros., and it was true until 2 or 3 years ago of Ford 
eee I think it is still true of Lever Bros., but I won’t certify 
that. 

Senator Keravver. I think it is. 

Dr. Epwarps. Third, we need to know how these companies hang 
together. This committee probably has as a working tool, a list of the 
thousand largest manufacturing corporations and their subsidiaries, 
which was put out by the Federal Trade Commission several years ago. 
It makes a very thick document, because they have an amazing number 
of subsidiaries and sub-subsidiaries. It was a very valuable document, 
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so much so that the Commission had requests from investment bankers, 
private bankers, business enterprises, publicists and everybody else all 
over the country for that publication, just because they wanted to 
know what concerns were part of the same combine. And that may 
be very hard to find out nowadays. A corporation is, in a sense, a false 
face behind which there are some real people. People operating in 
different corporations may constitute a single community of interest. 
We cannot follow a very sensible policy toward them unless we know 
that they are really the same people. Now I am not suggesting that 
business enterprises generally should operate in a goldtish bowl or 
anything of that sort. I am just saying that the question of who 
controls or owns a great concern, and to what extent the ownerships 
and controls interlock, is a part of the question how concentrated 
the economy is. And we ought to be able to get intelligible answers 
to those questions. 

Well, there are three illustrations of my general point, that we need 
a lot more information about big business before we can think very 
sensibly about it. 

Now, I turn to another point, that the merger law needs strength- 
ening. In part, this is just 2 matter of more resources. The enforce- 
ment of the antimerger cases is requiring too much selection and is 
proceeding too —- to be good either for the antitrust agencies 
and policy or for the business community. But I think more is needed 
than this. Delays in the handling of a merger case are peculiarly 
difficult. Suppose two concerns propose to merge. If they go ahead 
and merge, and 5 years later the Government tells them they did so 
illegally, the scrambling of interests that has gone on in 5 years is 
extremely difficult to untangle. If they propose to merge and wait 
for a Government decision, the delay of 5 years is probably fatal to 
the interests that they wanted to serve by the merger. There is no 
easy solution to the problem, but it seems to me that those types 
of mergers which are most likely to be anticompetitive in their effects 
should be made presumptively illegal with a rebuttable presumption 
against them. I mean, for example, that if two substantial competitors 
propose to merge, instead of having the situation that you have now, 
in which the burden of proof lies fully on the Government and it pays 
the companies to drag their heels and let the case develop slowly, 
there should be a presumption that the merger is unlawful; but these 
companies should be permitted to submit evidence to counteract that 
presumption, with the effect that they would be interested in ending 
the case as quickly as they could. Such a presumption, I think, could 
be applied only to the larger mergers and only to mergers of direct 
competitors. 

Senator Witry. What do you consider bigness? We had, some 
~ back, the Standard Oil proposition. It was awfully big, you 

ow. Now, all the babies are bigger than maw and paw. 

Dr. Epwarps. I agree. 

Senator Wirey. So I would like to get your idea now, in a Gov- 
ernment that has a $340 billion income and a gross national product 
of about $440 billion, just what is your size where you would apply 
the meat ax # 

Dr. Epwarps. I think what I would prefer to do—TI can well under- 
stand that the Congress might hesitate—would be to include the setting 
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of limits in the rulemaking power of the Federal Trade Commission. 
Let the Commission announce, for particular categories of industry, 
the sizes or percentages of the total market which it regards as in- 
volving dangers to competition. Use a rere: procedure of some 
sort to make the announcement something more than an arbitrary act; 
and let those rules establish the limits of the presumption. This would 
provide the greatest flexibility, though I can see some drawbacks to it. 
Alternatively, one would have to set a limit by a very crude rule of 
thumb. One could say that when concerns with more than so many 
million dollars of assets merged with competitors, one would presume 
anticompetitive effects, permitting the companies, however, to rebut 
the presumption. What I am looking for is a way of covering more 
ground in the antimerger legislation and covering it faster. 

Senator Wuey. In back of it all, as I understand your philosophy, 
and I do not disagree with it, is that there should not be power in any 
group, whether in a group of individuals or in an economic group, to 

amage some public interest ? 

Dr. Epwarps. Precisely, Senator. 

Senator Winey. And that I agree with. The problem always is to 
take a general proposition like that and reduce it to concrete form 
because the facts in one industry do not agree with the facts in an- 
other, and with a growing population, and with the Kremlin chal- 
lenging us at every direction—I sat all morning listening to that 
story—it is a serious proposition to simply go off halfcocked on what 
you call antitrust laws at times when the question of the continuity 
of our own country is at stake. We have to have big industry in order 
to handle big problems in case of a big challenge, don’t we 

Dr. Epwarps. I am thoroughly in sympathy with you in not want- 
ing to go off halfcocked, and it is because I thought we had a common 
starting point, such as you have announced, that I have turned directly 
to suggested measures for effective action instead of spending my time 
trying tolay outthe philosophy. - 

Senator Winey. I think we do not disagree, you and I. The only 
reason I am so blunt is that we have newspaper people here who write 
things, and the people get ideas at times that we do go off either way 
to the left or way to the right, and I want to make sure at least in my 
question that I add clarity to the situation. If I add clarity to the 
situation, instead of confusion, I will be satisfied. 

Dr. Epwarps. Right. 

Senator Kerauver. Dr. Edwards, before you pass on to another 
subject, you have talked about something that I think is very im- 
portant and something that we have been trying, although not suc- 
cessfully, to do something about. You pointed out that all too 
frequently corporations will merge, scramble the eggs, and then it is 
impossible to get a corporation unscrambled, even if the acquiring 
company loses the lawsuit. We have had that happen. We have had 
a recommendation for a pre-merger notification bill, and it has been 
before this committee and will be before it again very shortly. We 
have gotten as far as the full Senate with it, but it is recommended 
again by the President in his Economic Report, requiring notification 
to the antitrust agencies of proposed mergers by businesses of signifi- 
cant size engaged in interstate commerce. It would also authorize the 
Federal Trade Commission to seek preliminary injunctions in merget 
cases where a violation of law is likely. 
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Do you think that is very important? That is what you are talking 
about here as bein 

Dr. Epwarps. The preliminary injunction part of that suggestion 
seems to me far more important than the prior notice part. 

Senator Keravver. Yes, I think that is right. 

Last year I filed a bill, and I am thinking about filing it again, to 
require that in cases where a merger has been started and the enforce- 
ment agencies try to set it aside, the companies should be required to 
operate their properties and assets, separately and not commingle 
them until the litigation is over. 

What is your view ? 

Dr. Epwarps. I have not studied that suggestion, Senator. I would 
wonder whether it would always be feasible, because it may be that in 
certain cases the merger is a way of getting properties that one wants 
to put into operative union with other properties, and the alternative 
would be to build. In other words, there may be no point in the 
merger unless you can unite them. I think this is a matter in which 
the question would be whether you get into a real operating difficulties 
in applying this suggestion. And I just do not know. 

Senator Keravuver. This would be a discretionary power of the Fed- 
eral Trade Commission. In the discretion of the Federal Trade 
Commission they would be required to hold their assets separately. 
The Government would have to carry the burden of showing the need 
of keeping them separate. 

Dr. Epwarps. You have gotten into a field of legal concepts in 
which I speak with great hesitancy. But I wonder whether the 
right to seek a preliminary injunction would not require such a show- 
ing of probable economic effect before the court that the number of 
cases when you could really get the injunction would be limited. 
Now, I do not know, I just raise the question. Obviously, it is shoot- 
ing at very much the same problem that I was shooting at with my 
suggestion of shifting the burden of proof. 

Senator Keravuver. In any event, if they were held separately, or 
you secured a preliminary injunction, the companies would be disposed 
to get the case decided more quickly, rather than dragging their heels 
and letting time pass. 

Dr. Epwarps. Yes. 

Mr. Pecx. Mr. Chairman? 

Senator Kerauver. Mr. Peck. 

Mr. Peck. Dr. Edwards, do I understand correctly that your pro- 
posed suggestion to improve the merger sections of the antitrust 
laws would be restricted to the mergers in the common sense of the 
word, where one operating unit absorbs all of the activities of another 
competing operating unit with which it currently is competing? 

Dr. Epwarps. It would be restricted to substantial mergers of com- 

etitors. 
? Mr. Peck. In the ordinary sense of the word, where they merge and 
would be absorbing the operations of the other, on a horizontal level ? 

Dr. Epwarps. I do not know why it need be limited to absorption 
of assets. But I think of presumption of illegality as not being ap- 
propriate to vertical and conglomerate mergers, where policy is much 
more tentaive: 
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Mr. Peck. Only to the horizontal ? 

Dr. Epwarps. Yes. 

Mr. Peck. Thank you, sir. 

Dr. Epwarps. A second suggestion in this field is that our policy 
should include incentives to companies to engage in voluntary spin- 
offs. It seems absurd for all efforts to cope with concentration of 
power to take the prohibitive line if one can actually enlist the cooper- 
ation of some corporate managements. 

Now, it seems to me that along two lines one might explore the ques- 
tion whether incentives can be given to corporations to incorporate 
separately, and to distribute the stock of, parts of their operations 
that do not have any very great organic unity with the rest. One 
question is whether any tax incentives could be provided. I am not 
a tax expert and I merely suggest that this be explored. Along 
another has some of the suggestions I have made for greater in- 
formation from the large companies might land themselves to differ- 
ences in degree, and one might be able to get a situation in which 
to avoid drastic information requirements, a concern would find it 
worth while to spin off parts of its operations and become smaller. 

I have done only very preliminary thinking about this. 

The central suggestion does not depend upon these two devices. 
It is that it is a proper concern of the Congress to find out if business 
managements can be given any incentives to divest themselves vol- 
untarily of things that they do not need to retain. 

I am approaching the end of my suggestions, but I have proceeded 
from the lesser to the larger ones. 

The greatest danger to competition, it seems to me, lies in the joint 
action of large concerns. I should like to see antitrust policy focus 
upon conspiracies among the big, rather than upon conspiracies amon 
the little. And I should like to see our policy, both antitrust at 
supplementary policies, try to make it difficult for big companies to 
form tight communities of interest. « 

Now, this implies, not merely that we apply section 1 of the Sherman 
Act that way, but also that we rethink the legal requirements that 
apply to interlocking directorates, joint subsidiaries, and corporate 
stock ownership. 

It seems to me that we oe are leaving too much leeway for 
great concerns to own stock in other great concerns, as distinguished 
from new acquisitions of such stock. And we might well consider 
whether there should not be Federal legislation limiting the right of 
companies to hold stock in other companies where competition would 
be impaired thereby. 

I <9 not speaking of acquiring stock; I am speaking of holding 
stock. 

Senator Kerauver. What is the difference between acquiring and 
holding? What do you mean? 

Dr. Epwarps. Well, if they have already acquired it, or if they have 
created the concern, they may never have violated section 7. 

I was about to proceed to one pattern, which I think is both a 
difficult and an important one—the case in which concerns in different 
lines of business organize joint subsidiaries to exploit a new line. I 
can illustrate it by the joint action of chemical companies and petro- 
leum companies in the relatively new field of petrochemicals. 
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That a joint subsidiary has a useful function seems to me to be 
clear in such cases. I would dislike to prohibit the creation of such 
point subsidiaries, 

On the other hand, that the long-run impact will be toward more 
concentration in petrochemicals than otherwise might take place seems 
to me to be very probable. There may be need, in a field like this, 
to subject joint subsidiaries to some kind of time limit by which, in 
due course, these subsidiaries would either be absorbed by one of the 
parents or spun off. 

Here, again, I am not stressing the particular; I am stressing only 
that there are unsolved problems as to the connections between great 
companies in fields like this, from which anticompetitive results may 
flow, and that the Congress might consider extending the law in this 
field. 

Senator Kerauver. You are talking about joint ventures, joint sub- 
sidiaries, or 

Dr. Epwarps. I use that as one illustration, a very difficult and in- 
teresting one, of this general problem of corporate stockholding where 
acompany holds stock in another company. 

Senator Wier. With the idea of controlling the other company, or 
just holding it as an investment ? 

Dr. Epwarps. In this case it is clearly a matter of control. I would 
hope that any such legislation would leave room for investments that 
had no controlling significance. 

Senator Kerauver. Many of the new iron ore deposits have been 
developed by joint holdings in the big steel companies. 

Dr. Epwarps. Yes. This is another one of these difficult cases. 

Senator Kerauver. Give us some examples of cases in the oil and 
drug field, where companies joined together. There were several of 
them, were there not ? 

Dr. Epwarps. I believe there are. 

Senator Keravuver. What are the outstanding ones? 

Dr. Epwarps. I am afraid I would better not try to offer you 
names now, because I have not been looking into the detail of this. 
My information is several years old. 

Senator Keravuver. In other words, through this joint ownership 
they are able to do something together lawfully that otherwise might 
be unlawful ? 

Dr. Epwarps. And that may be good for the time being, in getting 
hew ventures started. It may be bad in the long run, in destroying a 
lot of potential competition. 

Senator Kerauver. Dr. Edwards, in the General Motors-Du Pont 
case, the holding by Du Pont of some 25 percent of the stock of 
General Motors was found by the Supreme Court to have the effect 
of injuring competition. Should not the Department of Justice, and 
the Federal Trade Commission, bring more suits where there is a 
similar holding of one corporation in another? 

Dr. Epwarps. The decision certainly suggests that section 7 may 
have a much broader application than we thought it did. On the 
other hand, it draws athoroughly artificial distinction between those 
tases in which there was an acquisition after 1914 which has now be- 
tome a source of anticompetitive power, and cases in which there was 
an acquisition before 1914 which has become a similar source of anti- 
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competitive power. It would seem to me to be neater and fairer to 











































apply a rule to intercorporate stockholding without making it depend th 
upon the date of acquisition. - 
Senator Kerauver. I grant there is a point in what you say. But s 
actually, the big part of the acquisitions have been since 1914, do you = 
not think so? — = 
Dr. Epwarps. A considerable number, but of course there were also nal 
some very important ones prior to that date. = 
Senator Wizry. You have a serious problem of taxes in that. case, : 
Dr. Evwarps. A part of what is necessary is that tax obstacles to oe 
spinoff should not be maintained. a 
Senator Wier. But if you do not hit Ford stock, and if you had to P a 
transfer that stock or get rid of it, will you have the same thing here? i : 
What is your idea about that? Let’s get it, because it will be before us. ry 
It is before us now in this bill. of 
Dr. Epwarps. Senator, I have already said that I am not a tax ex- stat 
ert. If you will excuse me, I won’t make specific suggestions on the | ““¢ 
Cindi of the tax problem because I think I would talk nonsense. I I 
agree it 1s a problem, and I think you should get tax experts to help | 4, } 
you on it. sain 
Senator Witey. You agree the Government needs taxes, don’t you! re 
Dr. Epwarps. Yes, indeed. Although I have put this in terms of | ; ‘ 
interlocking stock ownership, there is a similar problem in the field of ° D 
interlocking directorates. At present section 8 of the Clayton Act S 
is so narrow in its application it is scarcely worth enforcing. It does . 
not, for example, cover the case in which the president of one company P D 
is a director of a competitor. It has to do with directors only, it does 
not extend to officers. It applies to the individual, not to the corpora- — 
tion. In a half-dozen ways it is a very defective statute. If we | POW 
really want to prevent communities of interest among large concerns a 
where they have anticompetitive effects, the law of interlocking diree- 4 - 
toratesought tobe rewritten. * fi 
Senator Wirey. What about Senators of the United States holding ” Se 
directorships? és : 
Dr. Epwarps. Well, I had not—— dur . 
Senator Witey. Do you want to spin them off, too? Dt 
Dr. Epwarps. I had not thought to extend my recommendations | : 
into the political sphere, Senator. P Na 
Now finally, and this is the most ambitious and the most radical a Pe 
of my suggestions, and my last one—— dian 
Senator Witzy. Let’s have it. I have to leave. it i 
Dr. Epwarps. I should like to see, either by legislation or by inter} 54 
pretation, the concept of monopolizing that now stands in section? > ogo, 
of the Sherman Act converted into a concept of dominating power. Danie 
The difference between what we now have and what I would like tose} jay., 
is in the conception of the sources of power. At present we tie the t r 
notion of dominating power to the idea of the monopoly of a cot preve 
modity or industry, so that if power is not derived from a large per} ~ go, 
centage of the output of a particular product or of a group of prot} pp, 
ucts, it is very hard to deal with under section 2. It seems tom} gy 
that power nowadays has at least three dimensions. One is the oll about 
one, of monopolizing; one consists in the disparity of size and strength Dr. 






between those who must deal with each other; and one is derived from 












rer to 
epend 











But 
lo you 

















re also 














t case. 
cles to 




















had to 
r here! 
‘ore us. 







tax ex- 
,on the 
nse. I 
to help 












Yt you! 
erms of 
field of 
ton Act 

It does 
ompany 
', it does 
,or'pora- 
«Tf we 
concerns 
rg direc- 



















; holding 








ondations 





t radical 







by inter: 
section 2 
ng power. 
like to see 
we tie the 
of a con 
large per 
p of prot: 
ems to me 
is the olf 
d strength 
rived from 


























ADMINISTERED PRICES 4817 
the sheer aggregate size of the powerful concern. If you take one of 
our greatest corporations, operating in many fields, it seems to me to 
be arguable that it sometimes has as much effective power over a 
commodity of which it may produce 20 percent of the national supply 
as over another commodity of which it may produce 70 percent of the 
national supply. ‘The real point may be not the percentage, but that 
in either case you are coping with a great enterprise. 

Now I do not assert that all conglomerates have dominating power, 
or anything of that sort. The way to tackle this problem seems to 
me to be exactly that of the antitrust laws—that is, where dominating 
power is said to exist, examine the circumstances closely, determine 
whether it exists, and if it does, apply appropriate remedies. But I 
should like to see such an examination consider the effect upon power 
of sheer bigness and of disparity in size as well as of the proportion 
of the market. And I should like to see either a rewriting of the 
statute or an evolution of interpretation make this possible. 

Senator Witry. How would you remedy it? 

Dr. Epwarps. What I am suggesting is merely that you turn over 
to the enforcement agencies and the courts this authority to examine 
power. 

Senator Witry. That is, you determine first whether or not there 
is that potential power ? 

Dr. Enwarps. Right. 

Senator Witey. You do not go into the individual exercise of that 
power. 

Dr. Epwarps. You raise the question, has Company Xi dominating 
power, and if it has, you apply an appropriate remedy to reduce the 
power. But you are free to consider, in raising that question, not 
merely whether Company X monopolizes a given industry, but 
whether, from its aggregate size or its great size, as compared with 
those with whom it deals, or from any source whatsoever, it does, 
in fact, have or not have dominating power. 

Senator Witey. In other words, if they inake a contract, then the 
one who claims the dominating power has been exercised under 
duress, the Government should step into that picture; is that it? 

Dr. Epwarps. You would have to prove it. You would have to 
prove it, just as you do in any antitrust case. 

Now, I may say, this idea of mine was influenced by my experience 
in Japan just after the war, in looking at the pattern of the taibaten 
companies. The name Zaibatsu means money clique, as I understand 
it. These are companies which had almost no monopoly. You found 
most of them in every industry, so every industry was likely to be 
occupied by from 8 to 12 companies. But they were the same com- 
panies wherever you looked; the 8 to 12, collectively, dominated the 
Japanese economy. 

I should like to see us have, in ample time, a policy that would 
prevent any such development in the United States. 

Senator Witry. Would they exercise control in this country ? 

Dr. Epwanps. I beg your pardon ? 

Senator Witry. Do the Zaibatsu companies that you are talking 
about have control in this country ? 

r. Epwarps. No, I am speaking about the Japanese economy. 
Senator Witey. Would you excuse me, Mr. Chairman? 
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Thank you very much, Doctor. 

Senator Krravuver. Thank you, Senator Wiley, for your contri- 
bution. 

Dr. Epwarps. That completes my statement, Senator Kefauver. 

Senator Krrauver. Dr. Edwards, I want to talk with you at some 
length about your last suggestion. 

I have seen companies come and you have seen them come before 
the Federal Trade Commission frequently, saying, “We are not vio- 
lating any antitrust laws, although we may A in 16 different 
industries.” 

I remember Olin Mathieson, and there are many others I could 
mention. They might be in 10, 12, 15, or 16 industries. They say, 
“We have only 5 percent of chemical, 10 percent of pulp, and 12 
percent of something else,” and so forth, on down the line, “and in 
no field are we in a position to monopolize, nor are we so big that 
we create a monopoly.” 

Such conglomerate expansion has been going on, and believe me, 
little businessmen, when big firms use one of these subsidiaries, meet 
rough competition in a particular field. The subsidiary may even lose 
money, but the parent firm makes it up in the other 10 or 12. Small 
businessmen are having a rough time. 

I think that is one of the problems we have. So what you propose, 
and I think it is something that we should give a lot of attention to, 
in addition to the test of monopolization in section 2, you would put 
in a position of dominance, a position to substantially affect competi- 
tion or create a monopoly ? 

Dr. Epwarps. Right. 

Senator Keravuver. Is that right? 

Then if the company had that power, regardless of how it had 
been attained, it would be immaterial whether it was vertical, hori- 
zontal, or conglomerate? 

Dr. Epwarps. That is right, Senator. The question is whether 
the power is there. 

Senator Kerauver. And whichever way it is there does not make 
the greatest difference in the world? 

Dr. Epwarp. Right. 

Senator Kerauver. One of the situations we have in our antitrust 
laws, of course, is that the Congress passed and the President ap- 
proved the bill that several of us had a good deal to do with, some- 
times called the Celler-Kefauver amendment to section 7 of the 
Clayton Act, to require that where the result of merger might be to 
substantially lessen competition or create a monopoly, it should be 
illegal. And yet under the Sherman Act, when you come to breaking 
up or ordering divestiture of an existing monopoly, you do not have 
the same test ; 1s that not correct ? 

Dr. Epwarps. I agree, sir. Section 7 can now be applied, on 4 
suitable showing, to a vertical or conglomerate merger. In other 
words, it does not rest upon the test of monopoly in a single industry 
solely, but upon an anticompetitive effect. 

Senator Kerauver. You would substantially apply section 7 of 


the Clayton Act as one of the tests, under section 2 of the Sherman 
Act? 
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Dr. Epwarps. I would like to see section 2, like section 7, attack 
power that has anticompetitive effects, without worrying about 
whether it is solely power in a single industry. 

Senator Kerrauver. Is not what happened in the Bethlehem- 
Youngstown decision by Judge Weinfeld a true picture of what -you 
are talking about here? 

Dr. Epwarps. I think it may be. I am a little troubled by some 
of these latest antitrust decisions because it seems to me what hap- 
pens in some of them is that there is an unreliable stretching of the 
concept of monopolization, so that it covers some aspects of sheer 
power. To me, the clearest example of the stretching is the case 
against Atlantic & Pacific Tea Co. under the Sherman Act. But, at 
the same time that you find particular judges extending the concept 
that way, = find in other cases that the issue turns upon the limits of 
the size of the single market, so that the antitrust lawyers are talking 
as though, more and more, they will be worrying about the exact degree 
of substitutibility of one good for another in determining whether a 
concern was guilty or not guilty under section 2. Now, this, it seems 
to me, is a situation we are in danger of getting into, if our concept of 
monopolization continues to be a single industry or a single market 
concept while companies become more and more conglomerate. 

Senator Kerrauver. The Bethlehem-Youngstown Steel case was 
brought under section 7 of the Clayton Act, of course. In this case 
Bethlehem with about 15 percent, trying to merge with Youngstown 
with its 5 percent, and Judge Weinfeld held—and in my opinion he 
was right—that under section 7 of the Clayton Act this might substan- 
tially lessen competition or tend to create a monopoly and could not be 
done. And yet we have United States Steel, with about 30 percent, 
as matters now stand, unchallenged under the Sherman Act. 

Does that present a reason for changing the Sherman Act to make 
the test of law comparable? 

Dr. Epwarps. To me it presents a very real problem, and I think 
the suggestions I have made this afternoon go some distance toward 
meeting the problem. But I do not think they cover it completely. 

Senator Krerauver. In your statement you have gotten down to spe- 
cifics, and it has been very helpful to this committee, Dr. Edwards. 
We have had other recommendations by a number of eminent econo- 
mists that were all very helpful. There is one I would like to reem- 
phasize and ask your opinion about. 

Among Dr. Walter Adams’ recommendations was that the adminis- 
trative agencies of Government, and also the Congress itself in.the 

lacing of contracts and the selling of surplus property, ought to 
careful not to foster a monopoly. You have had a great deal of 
experience in Government. Sometimes I think our agencies and some- 
times I think Congress forgets that this fact tends to foster monopoly. 
What is your opinion ? 

Dr. Epwarps. This seems to me to be a very good example of the 
sort of situation I was thinking about in making my first recom- 
mendation. There may be reasons why someone contracting for par- 
ticular defense supplies would like to concentrate particular purchases. 
So long as there is no one at a high level who can urge the competitive 
reasons why purchases should not be concentrated, you have a sort of 
one-way argument in such cases. If there was someone at a high 





4820 ADMINISTERED PRICES 


level who was thinking explicitly about competition, then you would 
get a two-way argument, and I think these questions of promoting 
monopoly through procurement might be settled somewhat differently, 
and possibly more sensibly. 

Senator Krerauver. There should be an agency or an organization 
of some kind which would work within Government to keep free com- 
petitive enterprise and protect consumers. 

Dr. Epwarps. Exactly. 

Senator Kerauver. Mr. Dixon, do you have any questions? 

Mr. Dixon. Yes, Mr. Chairman. 

Dr. Edwards, I wouldn’t dare ask some of these questions of some 
witnesses who might appear before us, but I know with your experi- 
ence and knowledge that you are qualified so that I can ask you a 
little more technical question than I might dare ask some other 
witnesses. 

I want to get your mind particularly on the last point we were 
talking about, this new proposed change to section 2 of the Sherman 
Act. Our chairman has made a public statement with reference to it. 

When, last fall, Judge Hansen was before this subcommittee, he 
made mention of the fact that they would have vigor in their en- 
forcement program if the Clayton Act test was written into the section 
2 of the Sherman Act. 

But, getting right down to the problem of potential power or 
potential size. In drafting this legislation, certainly you have to go 
in one of two directions. You have either to take section 2 as it reads 
and add something to it, or else you have to redefine monopoly in it. 

Section 2 reads, “Every person who shall monopolize or attempt 
to monopolize or combine or conspire with any other person or 
persons to monopolize any part of trade or commerce,” and so forth. 
To that, should we add something to the law to the effect that “or 
every person who is of a certain size, that has the power to monopo- 
lize” —is that what you are talking about? 

Dr. Epwarps. No. In the first place, I would like to see something 
added; not a change in that language. I would hate to sacrifice the 
decades of interpretative decision that we have behind those words. 
We should keep those and add something new. 

Mr. Drxon. I agree with you. 

Dr. Epwarps. As to the something new, I should like to see it em- 
body this concept, though I am not offering legislative language: 
ae person who shall have dominant power with anticompetitive 
effect 

Senator Kerauver. I would like to comment, Dr. Edwards, since 
you are going to express some other matters for the record and you 
have given us a lot of ideas, and will give us more, while you are not 
a lawyer and you don’t have a degree, we think you are a good anti- 
trust lawyer. 

Dr. Epwarps. Thank you, sir. 

Senator Keravuver. I wish you would make an effort at some spe- 
cific language for modifying section 2 of the Sherman Act, and for 
implementing these other proposals, too. 

Dr. Epwarps. I shall be glad to think about it. 

Mr. Dixon. Mr. Chairman, I would like to ask one or two more 
things on that point. The test of section 7 of the Clayton Act is clear. 
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A merger is illegal where the prosecution can show that it may sub- 
stantially lessen competition or tend toward monopoly. 

Dr. Epwarps. Well, I personally wouldn’t interfere with the differ- 
ence between the Sherman Act and the Clayton Act as between a cur- 
rent situation and a reasonable probability. I am not trying to smug- 
gle reasonable probability into the Sherman Act. 

Mr. Dixon. Of course, if we talk about taking the test of section 7 
and applying it to section 2, we must take some kind of approach 
which would place upon the prosecution the burden of showing that 
the monopoly that he is talking about or the attempt at monopoly 
that he is talking about is a type of monopoly where the effect may be 
to substantially lessen competition or tend toward monopoly. 

Certainly if such legislation would pass, the courts would have to 
apply the new test, would they not? 

Jr. Epwarps. Well, so far as I am concerned, a, statute which has 
criminal penalties, as the Sherman Act does, properly deals with 
things that have come to fruition, rather than things that are in 
the stage of probability. Hence, I am quite content to look for 
current anticompetitive effect from power when I come to section 2 
of the Sherman Act, but I want to be able to look for them, not only 
in monopoly power in a single industry, but also in conglomerate 
power. 

Mr. Dixon. Now, Doctor, I am following you and I have your 
point. Traditionally, in antitrust legislation, legality or illegality 
depends upon some test or standard. Legislation could continue in the 
direction of leaving it to the prosecution to show that some broad 
standard or test has not been met or it could provide that certain 
conduct was illegal per se. 

Which is the preferable direction ? 

Dr. Epwarps. I didn’t hear an alternative in your statement. 

Mr. Drxon. Let me approach it another way. 

You could legislate by adding to section 2 some language that would 
describe the market power or potential that would violate the Sher- 
man Act. 

That would be one way, would it not? 

Dr. Epwarps. Right. 

Mr. Dixon. The other way would be to add to section 8, the defini- 
tions section in the Sherman Act. 

For instance, say in section 8 that wherever monopoly or attempt 
to monopolize or conspiracy to monopoly is referred to in this act, it 
shall mean a situation where the effect may be to substantially lessen 
competition or tend toward monopoly. 

Dr. Epwarps. I think I would be unhappy with that. I would 
doubt that you would, in fact, get the criminal penalties of the Sher- 
man Act applied where you were dealing with futurity, and hence 
with probability rather than certainty, and I think it is important to 
leave them as they are. 

Therefore, I wouldn’t like to see this test of future probability go 
into the Sherman Act. I am looking for something different: making 
section 2 cover not only monopolization in the traditional sense of a 
market or an industry, but in addition, the possession of anticom- 
aay power, not in the future but now, even if that power is derived 

rom the sheer bigness and is conglomerate in character. 
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Mr. Dixon. Doctor, I may have been a little unfair to you. There 
would be a serious question of constitutionality if it was attempted to 
make my suggested language apply to the criminal side. It, in my 
opinion, should only apply to the civil side of the law. 

Would that change your opinion ¢ 

Dr. Epwarps. That is a new suggestion to me, that we might split 
the Sherman Act into two statutes. I think I would want to think 
about it before giving an answer. 

Mr. Dixon. I wish you would. 

Senator Krrauver. Mr. Chumbris, do you have any questions? 

Mr. Cuumpris. Thank you, Mr. Chairman. I have no questions. 

Senator Kreravver. Dr. Blair, do you have any ? 

Dr. Buiatr. Dr. Edwards, I just have one question. 

Given an industry in which the nature of technology is such as to 
require large plants, high capital entrance requirements, and as a 
result, what we would refer to as high plant concentration, given 
also an absence of any discernible conspiratorial activities among 
the few dominant companies in such an industry, and, of course, 

iven a high level of company concentration which, in effect, rests 
irmly and solely upon the high level of plant concentration, what 
kind of public policy would you suggest to deal with that kind of 
problem ¢ 

Dr. Epwarps. Well, it seems to me, as you described it, that you are 
describing something very much like a public utility. This sounds 
to me like a rare situation but one which might very properly be an 
exception to our general antitrust policies. 

Dr. Buair. Let me modify it to the extent of saying that the indus- 
try would be one where if there were dissolution of the leading enter- 
prises, the nature of the technological requirements would be such 
that the number of companies remaining after the dissolution had been 
completed would still not be sufficiently large to provide any reason- 
able certainty of a vigorous degree of competitive rivalry. 

Dr. Epwarps. I think that is the $64,000 question, Dr. Blair. This 
is a case in which you have described a structure and then drawn the 
conclusion that competition will not be effective. You have also 
implied more than one company, so that you have the difficulties that 
confronted us wherever we have tried to apply utility regulation to 
competing companies. I don’t think we have succeeded thus far in 
either antitrust or regulatory policy in coping with this problem. I 
wish I had a simple solution for it. I don’t think Ihave. I do think 
the situation is extremely rare. 

Dr. Buam. In other words, you think that in most cases where there 
is the degree of concentration that does concern you, it is substan- 
tially higher on a company basis than on a plant basis. 

Dr. Epwarps. Yes. 

Senator Krerauver. Mr. Peck, do you have any questions? 

Mr. Peck. Yes, sir. I shall try to be as brief as I can under the 
circumstances. 

Dr. Edwards, Senator Dirksen has suggested that I get and read a 
book written by you in 1956 entitled “Big Business and the Policy of 
Competition”, consisting of several lectures which I believe you gave 
at Weaken Reserve University. 

Dr. Epwarps. Right. 
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e Mr. Pecx. I would like to ask, do you still subscribe to the opin- 
, ions which you so very lucidly expressed in this book ? 

y Dr. Epwarps. With minor differences I think I have expressed 
them here this afternoon. 

t Mr. Peck. All right, sir. I would like to ask in light of what you 

k wrote on page 102 in this book, what do you believe has been the effect 
, of big business during the past 50 years in this country? You did 

write a very short paragraph around that. 

Dr. Epwarps. That is since the turn of the century. 

Mr. Peck. Yes, sir. 

- Dr. Epwanrps. I find different ideas clamoring for precedence. I 
think the effect has been highly mixed, and consequently I am look- 
ing for a sentence or two that would summarize this mixture. Maybe 

to my best way to say is I think it has been mixed. 

7 Mr. Peck. You summarized your position at that time, sir, in the 
ns following words: “The behavior of large enterprise is too diverse to 
1g justify blanket approval or disapproval.” 

i Do you subscribe to that ? 

its Dr. Epwarps. I still subscribe to that, yes. 

at Mr. Peck. One further question, sir. When we use the term “big 

of business,” do you believe there is any unanimity of opinion as to 
what that word means? 

= Dr. Epwarps. Well, it depends upon how precise a context we are 

ds giving it. You can distinguish in general between the big and the 

an small, but just where you draw the line on the pyramid of size, calling 

that above it big depends on your problem. And part of our difficulty 
as lies in the fact that people talk about bigness without having the same 
=" size in mind. 

ich Mr. Peck. It is quite possible, is it not, sir, that a comparatively 

_ small company, let us say one with less than a thousand employees, 

on might be in a small industry and be the big somes in a small indus- 

a try, and therefore, even though it in itself is really small, would be 

his considered big business. Is that a possibility ? 

the Dr. Epwarps. Well, it is possible if you are thinking in strictly 

so market terms. You may alien such a concern as big because of its 

hat large percentage of a market. 

1 to n another book of mine called “Maintaining Competition,” I tried 

; in at some length to argue that in most of these cases the small company is 

tL I sufficiently surrounded by concerns that are powerful and able to enter 

ink its field, and so on, that it isn’t likely to have much power; and that 

the problems of public policy tend to arise, even in the monopoly field, 
1ere where the concern that is large in percentage of the industry is also 
an rather large by other measures. 

Mr. Peck. Another question, sir. Do you believe that big business, 
whatever that term may actually mean, is exposed to forces that foster 
competition rather than foster monopoly ? 

the Dr. Epwarps. I think many of the forces of change in the United 
States have fostered competition, and I think that our general compet- 

ad a itive policy has fostered it. To me there is a very important question 
= of the balance of forces in the economy. So long as most of the econ- 


omy is competitive, it is hard for monopolies to establish themselves 
firmly. If you get sufficient lag, sufficient accumulation of monopolies, 


you may lose that great impetus of the environment toward compe- 
tition. 
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Mr. Pec. One final question, Dr. Edwards. Do you find yourself 
to be in agreement with Dr. Adams’ suggestion that all companies, once 
they have reached a certain size, be required to file materials of all 
types and descriptions with some Government agency in order to 
show—— 

Dr. Epwarps. To file what ? 


Mr. Peck. All materials, papers, financial statements of all types 
in order to show cause why they, on the basis of efficiency of operation, 
should not be dismembered and reduced to a series of small corpora- 
tions? I believe that Dr. Adams suggests this in a draft bill which 
he presented to the Celler committee awhile ago, a year or so ago, 
patterned generally after the Public Utility Holding Company Ket 
of 1955. 

Dr. Epwarps. That suggestion has been made at two places to my 
knowledge. One was in a recommendation by a committee of the 
20th Century Fund, and one was in my own book “Maintaining Com- 
petition.” I can speak only to my own use of the suggestion. 

At the time I made it I was very much impressed by the figures on 
concentration which we were still using from Berle & Means, and it 
was made in the light of a belief that the problem of big business had 
to be solved quickly or to become insoluble. 

In the book you have before you, in the light of later figures 
of concentration from the Federal Trade Commission, I concluded 
that the time span available to us to deal with this problem is longer 
than I had thought, and that therefore I would prefer to defer so 
radical a suggestion as the one you have mentioned. 

Mr. Peck. Thank you very much, sir. 

Thank you, Mr. Chairman. 

Senator Keravver. Mr. Bolton-Smith? 

Mr. Bouron-Snirn. I want to thank Dr. Edwards for his frank, 
stimulating, and specific testimony. 

Senator Krrauver. Dr. Edwards, in suggesting that large busi- 
nesses or companies, which do not file their financing because they are 
not on the securities exchanges, should do so, you referred to profits 
and company structure and sales, and so forth. Did you mention 
cost? Was that one of the things you mentioned ¢ 

Dr. Epwarps. No, I didn’t. Most companies I believe do not have 
cost information that is directly pertinent to commodity prices. And 
the first step, if you want to get something along this line, is to get 
them to get such information. 

Senator Krrauver. Your statement has covered specifically some of 
the points of controversy and specifically some things that can be done 
about the picture today. We appreciate very much your being here 
and we will be in touch with you later on, doctor. 

Dr. Epwarps. Thank you, sir. 

Senator Kerauver. This concludes the testimony of the five dis- 
tinguished economists whom we have heard at this set of hearings. 
Some of the Senators, and I, myself, may have some recommendations 
as to others to call in. 

We heard on Friday from Dr. Nourse and Dr. Ben Lewis. We 
heard on Saturday the interesting and well-documented statements 
and recommendations of Dr. Gardiner Means and Dr. Walter Adams. 
We heard today from Dr. Corwin Edwards. 
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For the benefit of the committee and for anyone interested in these 
sessions, I am going to try to summarize the recommendations that 
have been made by these very fine economists. My summary will be 
made a part of the record. 

(The summary referred to follows :) 


SUMMARY STATEMENT BY SENATOR KEFAUVER 
(January 27, 1959) 


In opening this session of hearings I stated that they had a two- 
fold purpose: First, to obtain a more detailed appraisal of the nature 
of the current inflation, and second, to secure an outline of alternative 
public policies available to meet this important problem. The testi- 
mony of Dr. Nourse and Dr. Means, and particularly Dr. Means’ 
charts, have most adequately met the first purpose. If there was 
doubt before in anyone’s mind that the inflation of the last few years 
has been principally one of price increases in administered price 
industries, that doubt should now be completely dissipated by those 
charts. 

This in turn has certain important implications for public policy, 
which were brought out by the witnesses during the hearings. The 
point was stressed repeatedly that fiscal and monetary policies, while 
able to act as a brake on a demand inflation, are oman ineffective 
to halt an administered price inflation. In deed, it was argued that 
recourse to a tight money policy during an administered price infla- 
tion is positively injurious. Dr. Means stated that the tightening of 
the monetary policy by the Federal Reserve Loard 2 years ago in an 
effort to combat the present inflation “resulted in the depression out 
of which we are climbing all too slowly.” Similarly Dr. Nourse 
stated fiscal and monetary policies could halt the present type of 
inflation only by being applied to such a degree as to bring about a 
severe depression. 

The point was also made that the achievement of a balanced budget 
is ineffective as a means of halting this type of inflation. The reason- 
ing was that the large firms in concentrated industries could and prob- 
ably would continue to raise their price regardless of whether the 
budget was balanced or unbalanced. As to the achievement of a 
stable price level, which is one of the objectives set forth in the Presi- 
dent’s economic message, Dr. Nourse pointed out that there was no 
need to amend the Employment Act to attain this objective since, in 
his view, it was siveade implicit in the act, and that in any event 
the attainment of full employment should not be sacrificed to the 
securing of a stable price level. Dr. Means noted that the achieve- 
ment of a stable price level could actually be harmful if it was merely 
the result of price increases in administered price industries being 
offset by price decreases in competitive industries. Referring to the 
period 1953-58, he called attention to the fact that price increases 
in steel, electrical machinery and other administered price industries 
Were to a considerable extent offset by decreases in prices of farm 
Seen textiles, miscellaneous goods, and other competitive areas. 

le noted that this divergent type of price behavior represented in 
effect a transfer of income from the competitive to the administered 
price industries. 
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As to the second purpose, the testimony of the various witnesses has 
provided a number of different routes to the solution to the problem. 
While they were in agreement as to the nature of the present inflation, 
they were in considerable disagreement as to the best ways and means 
of halting it. It was precisely this diversity of opinion which we 
sought in asking these particular economists to testify. Not only are 
they eminent men in their own right, but =e are representative of the 
principal different points of view as to the best ways of dealing with 
the problem. 

In trying to summarize the different remedial approaches which 
they have presented, I shall, of course, have to engage in a certain 
amount of oversimplification which I hope does not do too much vio- 
lence to their essential views. Dr. Nourse’s attitude seems to be that 
a reliance must be placed upon the force of competition; that, 

owever, concentrations of power have developed in industry, in labor, 
and in farm organizations which sometimes prevent the force of com- 
petition from adequately protecting the public interest; that he does 
not believe in either trustbusting or unionbusting as a solution to the 
problem; and that rather the Congress should concern itself with 
developing a general principle on the basis of which legislative means 
of preventing abuses of concentrated power can be devised. 

Dr. Nourse was particularly concerned with the virtually complete 
exemption that has been extended to farm organizations in recent court 
decisions, with the potential harm to the general economy that can arise 
from the far-flung and widely disparate activities of such a labor 
organization as the Teamsters Union, and with the power that is held 
by a large conglomerate corporation such as General Motors which is a 
leading producer in not one but a whole series of different industries. 

Dr. Lewis declared that economizing by admonition, which he re- 
ferred to as creeping admonitionism, is self-contradictory and mean- 
ingless; that the antitrust laws, while they are generally desirable and 
should be continued and strengthened, are too slow and not sufficiently 
effective to deal with the nature of the monopoly problem as it now 
exists; that concentrated forces are not held in check by their opposi- 
tion to each other because the opposing interests often do not counter- 
vail but rather gang up on the consumer; that even if there were such 
a thing as a corporate conscience it is difficult to see how it could be 
applied in the public interest to specific price and production decisions; 
that the workable competition doctrine is too vague to be meaningful 
and that inevitably we will have to come to accept some form of direct 
controls. 

Dr. Lewis endorsed the use of indirect price restraints of the nature 
that were rather successfully employed in the early years of World 
War ITI before the direct involvement of the United States in the war, 
and drew a distinction between such specific measures and general 
admonitions of businessmen to be statesmen. In this connection Dr. 
Lewis endorsed Senator O’Mahoney’s bill to require large corporations 
in concentrated industries to give notification before instituting price 
increases. 

Dr. Means urged, first, that we get rid of the idea that the big cor- 
porations are private enterprise and recognize rather that they are 
collective enterprises; that we develop standards by which the per- 
formance of these great collective enterprises can be judged; and that 
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we develop a system of incentives and a framework of laws, rules, 
customs, and opinion which will tend to induce corporate management 
to make their price and other policies conform with these standards. 
While not believing that the breaking up of large enterprises is either 
an effective or desirable solution to the problem, Dr. Means held that 
in general the antitrust laws are desirable and should be strengthened 
and vigorously enforced. 

Dr Raares urged that the Government itself brings to a halt its own 
activities which promote concentration and destroy competition; that 
the focus of the existing antitrust laws be against industrial giants 
rather than petty offenders, such as Louisiana strawberry farmers or 
Maine lobstermen; that, where they protect concentrated power from 
foreign competition, tariffs should be repealed; that Congress enact a 
new law patterned after the Public Utility Holding Company Act 
of 1935 to deal with excessive conglomerate power not based on 
efficiency ; that the patent laws be revised so as to provide for revoca- 
tion in cases of abuse or nonuse, and that no patent rights be granted 
toa private firm on an invention developed at public expense. 

As his central proposal, Dr. Adams stressed the necessity of trust- 
busting in its literal sense as a means not only of retarding inflation but 
actually of spurring efficiency and technological progress. 

Dr. Edwards was of the view that the basic approach to the prob- 
lem should continue to be through the antitrust law, which he felt 
should be strengthened and supplemented in a number of respects. 
Specifically, he recommended the establishment of a top-level govern- 
mental office to bring to the attention of other agencies the need for 
conducting their operations in such a way as to promote rather than 
injure competition; that as a necessary tool for effective enforcement 
better information -be secured, including particularly the conduct 
of a continuing survey of the levels of concentration on an industry- 
by-industry basis, the securing of basic information on profits, sales, 
and assets on all corporations of appreciable size, and the obtaining 
of information showing the relationship of subsidiary and affiliate 
companies and their operations to their parent corporation; that 
the merger law be strengthened by providing additional funds for 
enforcement, by enabling the Federal Trade Commission to secure 
preliminary injunctions, and in the case of larger mergers by making 
them illegal with the burden of proof shifted to the merging com- 
panies; that the tax laws be amended in such a way as to promote 
voluntary spinoffs; that new statutes be enacted to prevent formation 
of tight communities of interest among different corporations through 
joint stockownership, interlocking directorates and similar arrange- 
ments; and that the test of section 2 of the Sherman Act be changed 
from the present standard of monopolizing or attempting to monop- 
olize to the holding of dominant power. 

In the future we hope to hear from other disinterested experts and 
from representative of business, labor, farmers, and consumers. But 
at least we have before us now a delineation of the principal routes 
which are available and of the problems and difficulties of each. 

Senator Kerauver. We will stand in recess now until further call of 
the Chair. 

(Whereupon, at 3:40 p.m., the subcommittee recessed, to reconvene 
at the call of the Chair.) 


APPENDIX 


STATEMENT ON INFLATION BY SENATOR KEFAUVEB 
(December 30, 1958) 


On March 11, 1957, I stated that the high cost of living represented the No. 1 
domestic problem to the American people. Today, it still represents the Nation’s 
No. 1 domestic problem. This has been increasingly emphasized in recent 
weeks, when we have been hearing on all sides mounting expressions of alarm 
over high prices and inflation. 

During this intervening period of almost 2 years, a majority of the members 
of the Senate Antitrust Subcommittee, of which I am chairman, have joined me 
in pointing to the great urgency of this problem. 

Back in the spring of 1957, I announced that the subcommittee would conduct 
an investigation and hold public hearings into administered price industries, 
on grounds that, as I explained at that time, “the high cost of living * * * 
is due in no small part to the upward manipulation of prices by big companies 
in administered price industries.” 

Besides the ever-increasing cost of living, the subcommittee was also con- 
cerned with the plight of the farmer and the small businessman and the large 
number of unemployed. 

Extensive hearings have since been conducted in such industries as steel 
and automobiles. We have found that in those industries—two of the most 
basic in our economy—there exists a kind of “upside down” competition, where 
prices continue to go up even if production remains low or declines, and where 
higher prices are put into effect by the biggest companies in the industry, with 
other so-called competitors following almost automatically. 

Here, it seems to me, is the crux of the high price problem. We are supposed 
to have a free economy, and we keep calling it that. But competition is fast 
disappearing and no economy can remain cOmpetitive if price competition does 
not exist. In almost every industry, we now find a Big Two, or a Big Three, 
or a Big Four. This alarming trend is continuing at an accelerated pace. 

The problem of high prices and inflation grows increasingly worse with the 
decline of competition. Almost 70 years ago, the first of the antitrust laws 
was passed by Congress, later supplemented by a number of others. These laws 
have been termed a charter of economic freedom. They do not force companies 
to compete, they simply seek to remove illegal restraints and monopolistic 
abuses. They require evidence to show illegality. 

In the past, such evidence was forthcoming, and successful cases were brought 
against giant combinations of wealth. Today, as before, there are many 
instances of identical pricing, where prices are set by the leader and followed 
by the rest of the industry. However, evidence of collusion often is lacking 
because companies do not get together and set prices, as in the past. Instead, 
they simply follow the price pattern set by the leader. The Justice Depart- 
ment and the Federal Trade Commission tell me they are helpless to proceed 
unless concrete evidence of collusion can be proven. 

In this unhappy state of affairs, the people are caught in a price squeeze and 
the Government, under present laws, appears powerless to ease their predicament. 

Specifically what can be done? 

Last fall, during our hearings on the recent steel price increase, Judge Victor 
Hansen, head of the Justice Department’s Antitrust Division, testified before 
the subcommittee. I asked him what legislation he felt was needed to strengthen 
the antitrust laws. He outlined two specific points: 

1. The test of the Clayton Act should be applied to section 2 of the Sherman 
Act. Under the present Clayton Act, evidence only must support the finding of 
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a substantial lessening of competition or tendency toward monopoly. This pro- 
posal would give the Government greater power to destroy monopolies or attempts 
to monopolize. 

2. The investigatory powers of the Federal Trade Commission should also 
be granted to the Justice Department in civil suits. Lacking such powers, the 
Justice Department is now prevented from gathering necessary evidence on 
which a suit must be brought. 

I would add a third point, namely, that unfair methods of competition and 
unfair acts or practices should be declared illegal under section 1 of the Sherman 
Act, making it easier for the Justice Department, like the Federal Trade Com- 
mission, to attack trade restraining evils. 

I believe Judge Hansen’s two proposals, plus the third, are excellent recom- 
mendations which should be adopted because, in my opinion, we are trying 
to solve 1959 problems by using 1890 methods. It is my intention during the 
coming congressional session to invite leading antitrust authorities to testify 
before the subcommittee on these proposed legislative remedies (as well as 
others) so that legislation embodying these points can be prepared. 

I will also introduce legislation to establish a Department of Consumers at the 
Cabinet level. This would assure adequate representation for the great con- 
suming public at all levels of the government. 

The day of decision is past due. Americans must decide, and decide now, 
whether they want a competitive society, not in hollow-sounding words, but in 
reality. It is up to the Congress to determine whether it will recapture its 
right and responsibilities, granted by the Constitution, to regulate commerce, 
or whether it will permit that great power to continue to be held by a handful 
of managers of key industries. 

The time has also come for the public interest to be put ahead of the private 
interest of either management or labor. Based upon the findings of the majority 
during our recent steel hearings, it appears that labor’s demands for a wage 
increase were used as management’s justification for instituting a price increase 
amounting to about twice as much as the wage increase. 

In basic industries, during this time of price pressure, I don’t believe labor 
should demand or receive any Wage increase which management could justify as 
the basis for absolutely necessary price increases. To do so would add to the 
inflationary spiral. 

Since the end of World War II, our economy has been on a wild merry-go- 
round. As the cost of living increased, labor asked for wage increases as 
compensation. When wage increases were granted, prices were raised and the 
cost of living increased again. This in turn led to additional wage demands. 
And so on. This particularly occurred in concentrated industries where prices 
are managed and workers are organized into strong unions. 

President Eisenhower has repeatedly urged that something should be done to 
stop the inflationary price spiral. I would consider these comments by the 
President as encouraging, except that last summer, when I called on him to use 
his great powers to prevent a steel price increase, the President declined to act. 
Had he taken positive action, he could materially have affected that situation. 
I am convinced that neither management nor labor would have refused to pay 
attention to the President’s recommendations. 

We need not only new legislation but new vigor in enforcing the expressed 
will of Congress. In this connection, I am disappointed that the Federal Trade 
Commission has not fully utilized its powers under section 5 of the Federal 
Trade Commission Act. This section declares that unfair methods of competi- 
tion and unfair acts or practices are unlawful. Congress did not intend that 
the Federal Trade Commission should merely duplicate the Department of 
Justice’s efforts under section 1 of the Sherman Act. Congress expressed the 
hope that the Commission would proceed against unfair practices other than 
those arising out of conspiracies and illegal agreements. If the Commission 
and the Justice Department seriously intend to preserve and restore competi- 
tion, they must adopt and pursue hard hitting enforcement programs. 

I emphasize that I have no desire to give Government the power to fix and 
regulate prices and wages. Such practices are repugnant to the American 
way, unless in time of grave national emergency. 

Congressional committees should keep studying this problem because they 
can throw much light on it. But at the present time there is an imperative 
need for realistic action. 

I am highly encouraged by recent announcements by prominent members 
of Congress that they intend to launch studies of various aspects of the prob- 
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lem of high prices and inflation. Other fruitful studies can well supplement 
the spadework that has been done in this field by the Antitrust Subcommittee 
during the past Congress. 

Studies have recently been launched by the staff of the subcommittee into 
manufacturers’ pricing practices in bread and drugs. The initial investigation 
has uncovered such important facts that I have decided to recommend that 
the subcommittee next year hold hearings in both these fields. 

The subcommittee will also continue its study of the automobile and steel 
industries. It will look into the high prices that farmers are forced to pay 
for farm machinery replacement parts. It will seek an accounting of the en- 
forcement program of the Justice Department and the Federal Trade Commis- 
sion under the antimerger law. It will ask for a specific report on the lack 
of enforcement over conglomerate mergers, which have such a damaging effect 
on small business. 

High prices appear to flow from those industries where there is little or no 
effective price competition. Where monopoly is prevalent, price competition 
disappears. The major factor in the elimination of competition is discrimina- 
tory pricing practices, put into effect in certain areas with the intention of 
destroying a competitor, after which prices may safely be raised again. 

Since the 1951 Supreme Court decision in the Standard Oil of Indiana case, 
the antidiscrimination pricing law has been ineffective. To rectify this situation, 
I will again introduce and give my fullest support to S. 11 which would once 
again prohibit discriminatory pricing substantially lessening competition. 

The results of the November general election have convinced me that the 
American people are indignant over the administration’s failure to meet the 
No. 1 economic problem of high prices and inflation. 

I believe that the public would support action by the new Congress in adopting 
a realistic legislative program to halt the inflationary spiral and to put an 
end to ever increasing higher prices. 


{Excerpts from ‘‘The Economic Report of the President,” January 1959] 
LETTER OF TRANSMITTAL 


THE WHITE Hovsz, 
January 20, 1959. 

To the Congress of the United States: 

I present herewith my Economic Report, as required by section 3(a) of the 
Employment Act of 1946. 2 

In preparing this Report, I have had the advice and assistance of the Council 
of Economic Advisers. I have also had the advice of the heads of executive de- 
partments and independent agencies of the Government. I set forth below, 


largely in the language of the Report itself, what I consider to be its salient con- 
clusions and recommendations. 


Economic Recovery in 1958 


When the Economic Report was submitted to the Congress in January 1958, 
a contraction in production and employment that had started some six months 
earlier was still under way. The decline proved to be sharper than the 1953-54 
recession, but it did not last as long. A recovery began in May 1958, and by 
the end of the year most of the ground lost had been regained. Gross national 
product, our broadest measure of the Nation’s output of goods and services, was 
at an annual rate of $453 billion in the fourth quarter of the year. In dollars of 
constant purchasing power, this was almost equal to the highest output attained 
in the pre-recession period. Nearly a million more people were at work in 
December 1958 than in July, after allowance for seasonal changes. Although the’ 
number of persons unemployed was above 4 million in December, it was 1 mil- 
lion below the highest unemployment figure reached during the recession. Wage 
and salary income and consumer spending were at an all-time high, and the 
index of consumer prices had been virtually stable for six months, although 
about 2 percent higher than a year earlier. 


Economic Policies in 1957-58 


The events of the last 18 months show again the considerable capacity of our 


economy to resist contractive influences and to hold a downturn within fairly 
narrow limits. 
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Many factors contribute to this capacity. Chief among them are the industry 
and resourcefulness of our people, the strength and resiliency of our free com- 
petitive institutions, and the continuing operation in the American economy of 
powerful forces making for long-term growth. 

Also of importance are features of our economic system that moderate the 
impact of contractive influences on personal income, and thus help to maintain 
demand. Increasingly, our people work in industries and occupations that are 
not readily affected by moderate economic declines. And such reductions in 
income as do result from lower production and employment are offset, to a con- 
siderable extent, by supplementary payments, notably by those made under the 
Federal-State system of unemployment insurance. 

Governmental actions also played an important role in moderating the re 
cession and helping to bring about a prompt and sound recovery. Monetary and 
credit policies were employed vigorously to assure ample supplies of credit. 
Legislation was enacted to lengthen temporarily the period of entitlement to 
unemployment benefits. Numerous actions were taken to spur building activity. 
Steps were taken to accelerate Federal construction projects already under way 
and to speed up projects supported by Federal financial assistance. Activities 
under a number of Federal credit programs, in addition to those in the housing 
field, helped counter the recession. And the acceleration of defense procurement 
which was being undertaken in line with national security policy, exerted an 
expansive effect. 

The 1957-58 recession shows that the major emphasis of Federal policies to 
counteract an economic downturn should be placed on measures that will act 
promptly to help shift the balance of economic forces from contraction to recovery 
and growth. Though an effective contribution can be made by the acceleration 
of public construction projects already under way, little reliance can be placed 
on large undertakings which, however useful they may be in the longer term, 
can be put into operation only after an extended interval. 

The 1957-58 experience is also a reminder that there is no simple prescription 
for corrective action which can be applied with only minor variations in every 
business downturn. It emphasizes the importance, in a situation in which 
powerful corrective forces are at work, of avoiding hasty and disproportionate 
actions, such as tax reductions that needlessly endanger the prospects of future 
fiscal balance and prejudice the orderly revision of the tax structure. 

As production, employment, and income moved upward in 1958, the economic 
policies of Government became increasingly concerned with keeping the recovery 
on a sound basis and promoting a sustainable long-term expansion. Monetary 
and credit policy was shifted with a view to limiting the expansion of bank 
credit to a sustainable pace. The large financing operations of the United 
States Treasury are being conducted with a view to enhancing the basic stability 
of our financial system and promoting sound economic growth. And the fiscal 
operations of Government are moving in the direction of restoring a balance 


between outlays and incomes and thereby countering potential inflationary 
tendencies. 


The Economic Outlook 


As 1959 opens, there is reason for confidence that the improvement in business 
activity which began in the second quarter of last year will be extended into the 
months ahead. Factors that influence decisions on business capital outlays 
have become more favorable, and an upturn in these expenditures may already 
be underway. Residential construction outlays should contribute further to 
economic expansion, especially if favorable action is taken by the Congress on 
recommendations made in the Report to provide a steadier and more assured flow 
of private funds into mortgages. Sales of United States products in foreign 
markets may increase as the pace of business activity abroad quickens and the 
trade position of primary producing countries is improved. The combined outlays 
of Federal, State, and local government units will continue to rise. Under the 
impact of these developments, the liquidation of inventories should soon come 
to an end; indeed, the gap between current sales and stepped-up production 
schedules may already have been closed. The effect of these favorable factors 
on employment and income can be expected to enlarge the markets for consumer 
goods and thereby to reinforce the conditions making for overall economic 
expansion. 
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A Program for Economic Growth with Stable Prices 


-Our objective must be to establish a firm foundation for extending economic 
growth with stable prices into the months and years ahead. This will not come 
about automatically. To attain our goal, we must safeguard and improve the 
institutions of our free competitive economy. ‘These are basic to America’s 
unassailable economic strength. We must wage a relentless battle against 
impediments to the fullest and most effective use of our human and technological 
resources. We must provide incentives for the enlargement and improvement 
of the facilities that supplement human effort and make it increasingly productive. 
Finally, an indispensable condition for achieving vigorous and continuing eco- 
nomic growth is firm confidence that the value of the dollar will be reasonably 
stable in the years ahead. 

Action to meet these challenges is required on many fronts, by all groups in our 
society and by all units of government. 

The individual consumer can play an important part by shopping carefully 
for price and quality. In this way the American housekeeper can be a powerful 
force in holding down the cost of living and strengthening the principle that good 
values and good prices make good business. 

Businessmen must redouble their efforts. They must wage a ceaseless war 
against costs. Production must be on the most economical basis possible. The 
importance of wide and growing markets must be borne in mind in setting prices. 
Expanding markets, in themselves, promise economies that help keep costs and 
prices in check. * 

Leaders of labor unions have a particularly critical role to play, in view of the 
great power lodged in their hands. Their economic actions must reflect aware- 
ness that the only road to greater material well-being for the Nation lies in the 
fullest realization of our productivity potential and that stability of prices is an 
essential condition of sustainable economic growth. 

The terms of agreements reached between labor and management in wage and 
related matters will have a critical bearing on our success in attaining a high 
level of economic growth with stable prices. It is not the function of Govern- 
ment in our society to establish the terms of these contracts, but it must be rec- 
ognized that the public has a vital interest in them. Increases in money, wages, 
and other compensation not justified by the productivity performance of the 
economy are inevitably inflationary. They impose severe hardships on those 
whose incomes are not enlarged. They jeopardize the capacity of the economy 
to create jobs for the expanding labor force. They endanger present jobs by 
limiting markets at home and impairing our capacity to compete in markets 
abroad. In short, they are, in the end, self-defeating. 

Self-discipline and restraint are essential ff reasonable stability of prices is to 
be reached within the framework of the free competitive institutions on which 
we rely heavily for the improvement of our material welfare. If the desired re- 
sults cannot be achieved under our arrangements for determining wages and 
prices, the alternatives are either inflation, which would damage our economy 
and work hardships on millions of Americans, or controls, which are alien to our 
traditional way of life and which would be an obstacle to the Nation’s economic 
growth and improvement. 

The chief way for Government to discharge its responsibility in helping 
to achieve economic growth with price stability is through the prudent conduct 
of its own financial affairs. The budget submitted to the Congress for the fiscal 
year 1960, which balances expenditures with receipts at a level of $77 billion, 
seeks to fulfill this responsibility. If Government spending is held within the 
limits set in the proposed budget, the growth of our economy at the rate that 
may be expected would make it possible in the rseasonably foreseeable future 
to provide, through a significant further step in tax reform and reduction, 
added incentives and means for vigorous economic growth and improvement. 

Governmental actions in other areas can also help to maintain price stability 
as our economy expands. The Congress will be requested to amend the Employ- 
ment Act of 1946 to make reasonable price stability an explicit goal of Federal 
economic policy, coordinate with the goals of maximum production, employment, 
and purchasing power now specified in that Act. Steps will be taken within the 
Executive Branch to assure that govérnmental programs and activities are 
administered in line with the objective of reasonable price stability, and pro- 
grams for the enlargement and improvement of public information on prices, 
wages and related costs, and productivity will be accelerated. 
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The many continuing programs of Government that promote the expansion 
and improvement of our economy will be administered vigorously. Also, new 
legislation will be requested to strengthen competitive forces, to enhance per- 
sonal welfare, to promote integrity in labor-management relationships and to 
foster better industrial relations, to assist local areas experiencing heavy and 
persistent unemployment, to make more effective use of the large Federal ex- 
penditures relating to agricultural price support, to promote conditions favorable 
to trade among nations, and to assist in the economic growth and development 
of the Free World. 

Favorable consideration of these legislative proposals by the Congress will 
materially help to achieve the goals of vigorous, orderly, and sustainable eco- 
nomic progress within a framework of reasonable price stability. 

All of our people, in view of their broad common interest in promoting the 
Nation’s economic strength, can fully support this program. 


Dwicut D. EISENHOWER. 


SUMMARY OF RECOMMENDATIONS IN THE EcoNoOMIC REPORT OF THE PRESIDENT 


I. 





GOVERNMENT FINANCIAL 





POLICIES 


(a) Continue for one year beyond June 30, 1959, the present tax rate on cor- 
porate income and the excise taxes on automobiles and parts, cigarettes, distilled 
spirits, and wines and beer. [Page 50] 

(b) Increase temporarily the Federal tax on motor fuels, raise the tax on 
aviation gasoline, and impose a similar tax on jet fuels. [Page 50] 

(c) Authorize a revision in postal rates. [Page 50] 

(d) Enact a permanent plan for the taxation of life insurance companies and 
adjust the present laws relating to the taxation of cooperatives. [Page 50] 

(e) Specify the treatment processes which shall be considered as mining for 
the purpose of computing percentage depletion allowances in the case of mineral 
products. [Page 50] 

(f) Grant wider administrative authority in setting interest rates and make 
certain adjustments in rates for various credit programs, as follows: Veterans’ 
Administration programs of guaranteed and direct home loans; Federal Housing 
Administration programs of rental (including armed services) and cooperative 
housing (sections 207,.803, and 213 of the National Housing Act); the college 
housing program of the Housing and Home Finance Agency; the loan program 
of the Rural Electrification Administration ; and the ship mortgage loan program 
of the Maritime Administration. [Page 51] 

(vy) Provide the President with authority to veto or reduce the amounts for 
specific items in appropriation bills and in other bills authorizing expenditures. 
[Page 51] 

(h) Raise the permanent debt limit by $2 billion, to $285 billion, and authorize 
a further temporary increase for the fiscal year 1960. [Page 52] 


II. MEASURES TO PROMOTE ECONOMIC GROWTH WITH PRICE STABILITY 


(a) Amend the Employment Act of 1946 to make price stability an explicit goal 
of Federal economic policy. [Page 52 

(b) Extend Federal regulation to bank mergers accomplished through the 
acquisition of assets. [Page 53] 

(c) Require notification to the antitrust agencies of proposed mergers by 
businesses of significant size engaged in interstate commerce. [Page 53] 

(d) Empower the Attorney General to issue civil investigative demands in 
antitrust cases when civil procedures are contemplated. [Page 53] 

(e) Make Federal Trade Commission cease-and-desist orders final when is- 
sued for violations of the Clayton Act, unless appealed to the courts. [Page 53] 

(f) Authorized the Federal Trade Commission to seek preliminary injunc- 
tions in merger cases where a violation of law is likely. [Page 53] 

(7g) Amend the Securities and Exchange Act to extend the privilege of 
Regulation A filings to a wider range of security issues. [Page 54] 

(h) Enact a program that will provide assistance, through development loans 
and grants for technical studies, to communities that have suffered substan- 
tial and persistent unemployment; and technical aid for the diversification of 
Pao low-income areas and of towns heavily dependent on a major industry. 

age 56] 


(i) Enact a long-range program to conserve helium gas. [Page 62 
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TlIl. PERSONAL WELFARE 


(a) Provide for extending the coverage of the Federal-State unemployment 
insurance system to employees of firms having fewer than four workers, to 
employees of Federal instrumentalities, nonprofit organizations and certain 
other groups, and to workers in Puerto Rico. [Page 55] 

(b) Bring the provisions of the District of Columbia unemployment insurance 
system up to the standards recommended for the States. [Page 55] 

(c) Strengthen State systems of workmen’s compensation. (State respon- 
sibility. [Page 55] 

(d) Extend the coverage of the Fair Labor Standards Act. [Page 55] 

(e) Improve the 8-hour laws applicable to Federal and federally assisted 
construction projects. [Page 55] 

(f) Carry out the principle of equal pay for equal work without discrimina- 
tion based on sex. [Page 55] 

(g) Require reporting and disclosure of financial dealings between employers 
and employee representatives and their agents, and the filing of public reports 
on the status of union finances, organization, and procedures. [Pages 55-56] 

(h) Prescribe standards to promote democratic procedures in union affairs. 
[Page 56] 

(i) Modify the law governing secondary boycotts, organizational and recog- 
nition picketing, and representation elections; and provide that States be given 
jurisdiction in labor-management disputes where the National Labor Relations 
Board declines to exercise authority. [Page 56] : 

(j) Correct shortcomings in the Welfare and Pension Plans Disclosure Act. 
[Page 56] 

IV. FOREIGN ECONOMIC POLICY 


(a) Enlarge the resources of the International Monetary Fund and the In- 
ternational Bank for Reconstruction and Development. [Pages 58-59] 

(b) Provide additional authorization for the Development Loan Fund. [Page 
59] 

(c) Extend the authority for sales of surplus agricultural commodities for 
foreign currencies and for the donation of such-commodities for famine relief 
and other assistance. [Page 59] 


A NEw CHALLENGE FROM THE OLD WorLD 


An address by Ernest R. Breech,’ chairman of the board, Ford Motor Co., deliv- 
ered at the annual Pittsburgh Chamber of Commerce dinner, Pittsburgh, 
2a., on December 1, 1958 

I want to tell you how pleasant it is to be here with so many old friends and 
familiar faces. I used to come here often to plead for steel in the good old 
days when it was hard to come by. I was kindly received even then. I am 
happy to say that my reception has been just as warm on more recent visits. 

During my many visits here, I have watched with astonishment the incredible 
transformation over the space of a few years of a city, its air and its rivers 
surpassing any such civic accomplishment in our country. 

You may have heard that in Detroit we have a thing that is incorrectly called 
a facelift—a model change that is undoubtedly the most expensive cosmetic 
operation on record. For about twice. the cost of a so-called facelift we come 
up with one of our “all new” models. 

While it might be stretching a point to say that you have an all-new city, you 
certainly have had a lot more than a facelift. I congratulate Pittsburgh’s great 
civic-minded leaders who conceived and executed this rebirth of a city. 

Because of the extraordinary degree to which the economies of your city 
and mine are linked together, I would like to take up with you for a few minutes 


1Son of a Missouri blacksmith and carriage maker, Ernest R. Breech has spent most of 
his adult life helping to develop newer and more efficient forms of transportation. Before 
joining Ford Motor Co. as executive vice president in 1946, and he had been at various times 
president of Bendix Aviation Corp., vice president of General Motors Corp., president and 
board chairman of North American Aviation, Inc., and controller of a number of auto- 
motive and railway equipment manufacturing companies. He is a recognized leader in the 
field of modern American business management. Active in business and economic affairs 
at the national and international levels, Mr. Breech served most recently as a member of 
the congressional-appointed panel on the Impact of the Peaceful Uses of Atomic Energy. 
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tonight a matter that has a very direct bearing on the future fortunes of this 
new Athens of the Allegheny and of our dynamic Detroit. 

I have just returned from a brief 6 weeks’ tour of Europe, during which I 
tried to find out all I could about developments in our own Ford interests and in 
the European business scene. Never again will I let 4 years elapse between 
trips. As any of you who have been abroad recently can attest, things are 
happening so unbelievably fast that the old Europe is hardly recognizable. 

There is tremendous new strength and growth in the European economy. 
More countries are enjoying greater national solvency than in decades. There 
is substantially higher employment everywhere. Living standards are climbing 
sharply, a great single mass market is developing and European industry is 
furiously mobilizing to meet it. 

Since 1950, Europe’s economy, and particularly its industry, has been over- 
taking us at an accelerating pace. In the period 1950 through 1957, for example, 
Europe’s gross national product increased 88 percent compared to our 49 
percent. 

As a manufacturer of automobiles, I was most impressed by the really strik- 
ing improvement throughout Europe in the design, manufacturing, and mer- 
chandising of automobiles and consumer durable goods. They have read some 
pages from our book, and it begins to look as if maybe they have been learning 
almost too well. Europeans have a great awareness today of the economies of 
scale, and they are fast integrating much of their heavy industry. Scarcely a 
day passes that you do not hear of new mergers, new joining of once small, 
high-cost companies into bigger and more viable units. 

You find single automobile plants producing as many as 2,500 engines and 
2,000 or more bodies daily—levels of production that compare favorably with 
operations here in the United States. 

Moreover, these countries are fast adopting modern managerial organization 
and practices. They are accumulating capital and spending it freely on vastly 
improved plant and equipment. The old ties of tradition, the old habits of high- 
cost, low-volume cartelized production and pricing have largely gone by the 
board. They are innovating at a tremendous pace and important new develop- 
ments and processes appear every day in mining and steel production and 
manufacturing. 

As a result of these developments, according to our own projection for the 
period of 1957-65. Western Europe’s gross national product will increase from 
$226 billion to nearly $300 billion; steel, from 96 million to 1380 million short 
tons—that exceeds our own 1957 production; coal, from 544 million to 575 mil- 
lion tons; and electricity, from 418 billion to 650 billion kilowatt-hours—almost 
equaling our own domestic production by that time. Production of cars and 
commercial vehicles will increase from about 414-million units this year to 
544-million or more in 1965. In 1958 alone Europe is producing about 3,500,000 
passenger cars, compared to our estimated 4,300,000, and 750,000 commercial 
vehicles compared to our 800,000. 

In short, western Europe seems to be riding the private enterprise road out 
of the woods. And the pickings for Communist subversion look very slim. I 
think all of us have reason for both pride and satisfaction in this. Europe’s 
recovery has been a major goal of this country. That job appears to be just 
about done. It has been done not only by Government aid, but with substantial 
help from American business. We have literally opened our box of industrial 
secrets and turned it inside out for our European friends. 

Proud as we may be of the results, we must also be realistic and admit that 
the rate of Europe’s progress poses new problems for us. ‘Traditionally, of 
course, Europe’s wage scales have been substantially lower than ours. In cer- 
tain occupations, the differential is considerable. For example, the cost per 
hour for purchasing automotive tools and dies from independent producers 
in the Detroit area is $7.90 per hour, as compared to $3 per hour in England, as 
low as $2.38 per hour in France and $1.60 per hour in Milan, Italy. The current 
hourly base rate for a Ford assembly line worker in the auto industry here is 
$2.44, exclusive of fringe benefits (which add, roughly, another $0.50 to $0.60 
per hour here) compared with $1.05 in the United Kingdom and $0.69 in Co- 
logne, Germany. 

In the steel industry, Mr. Roger Blough reports a similar picture, with Ruhr 
steel workers earning a weekly wage of somewhat less than one-third that of 
their American counterparts. And in the case of another booming economy, ag- 
gressively matching the best we have to offer in manufacturing methods and 
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equipment—I refer to Japan—industrial wages run roughly 14 percent of com- 
parable American rates. 

Traditionally, American industry has been able to meet and beat wage com- 
petition because of its greater capital investment, its superior plant, equip- 
ment, managerial methods, and economies of scale. 

We have now largely lost this advantage, particularly in industrial produc- 
tion. Given the developments I have described in the European economy, the 
increasing capital investment, the improvements in European manufacturing 
methods and machinery, the achievement of production volumes rapidly ap- 
proaching our own, the wage differential alone will become increasingly signifi- 
ant to American manufacturing industries. 

It is likely, of course, that Europe’s wage scales will increase in the years 
ahead. It is unrealistic, however, to think that in the next decade their wages 
will catch up with American wage costs. 

As a result of stern self-discipline, many countries in Europe have achieved 
balanced budgets and in certain instances have had one or more tax cuts. No 
small contribution has been made by wise and statesmanlike labor leaders and 
workers in England, Germany, and other countries, who repeatedly refused to 
press for wage increases that they felt their countries could ill afford. 

We, by contrast, seem to have been on a continuing spending spree. Indus- 
tries have been pushed into excessive and repeated wage increases that have 
steadily widened the cost gap between ourselves and Europe, and cut sharply 
into our former advantage in productivity. 

One of our foremost national authorities on international economics, Mr. John 
J. McCloy, recently had this to say: 

“We have to face the fact that in many lines we are pricing ourselves right 
out of the world market. It is up to us to make clear to all that we have to 
keep prices and costs down. We have to make better products and we have to 
work longer and harder to make them. 

“* * * 9 disconcertingly large number of people in this world * * * are 
working harder and they are rapidly achieving a competitive know-how * * * 
we are (also) all aware of the tremendous strides Russia has made in industrial 
development. We no longer stand out as the single great supplier of goods 
that we were in the early postwar period.” 

I would add the thought that the industrial development of Red China also 
is proceeding apace. Thus, in terms of the cold war, we are confronted in the 
markets of the world with two great potential trading powers, seeking to draw 
the vast underdeveloped areas into their orbit, and unencumbered by the prob- 
lems of wage and price inflation that are now pricing us out of world markets. 

How is America going to face the challenge of swift industrial development 
abroad—the combination of fast growing productivity and efficiency with low 
wage rates that threatens our competitive position not only in world markets, 
but also in our own domestic market? 

It seems to me there are three possible approaches. We can try a return to 
a high tariff, protectionist trade policy. We can accelerate the movement of 
American production abroad to take advantage of lower wage rates. Or we 
can make the necessary effort to maintain our competitive position both at home 
and abroad. Let’s examine each of those points briefly. 

First, should we fall back on trade restrictions? To begin with, our postwar 
foreign policy has had two related objectives. In the short range, we have tried 
to follow an economic and trade policy that would strengthen the war-shattered 
economies of friendly countries and enable them to resist Communist subversion. 
At present it appears that we have succeeded, particularly in Europe. In the 
long range, we have worked toward the vision of rich new market areas in the 
world in which U.S. industry might participate fully. 

A return to a more restrictive trade policy would, of course, have severe inter- 
national repercussions. It would bring sharp reprisals, tending to seal us off 
from growing markets throughout the world. The effects of reprisals on the cost 
of imported raw materials, on which we increasingly depend, also could be 
severe. The long-term effect would be to contract the scope of our total economic 
activity, to throttle our growth, and to weaken our leadership and influence in 
the world. 

Furthermore, a protectionist policy would deny the American consumer and 
American industry the benefits of progressively lower cost and more efficient pro- 
duction, which are the normal outgrowth of competition from abroad, and would 
ultimately result in lower world trade levels. 
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I am sure that you will agree that, rather than seeking to restrict trade, we 
should be doing the things that will enable us to compete—to swim strongly in 
a stream of expanding world trade. 

If America’s cost disadvantage continues to increase, however, it seems to me 
that we must anticipate an increasing flight of American capital and much more 
sourcing of parts and products abroad. A trend in this direction is already 
evident. American manufacturers of tractors and farm implements, as well as 
of typewriters, office machines, cameras, and optical instruments—particularly 
goods having a high labor content—are increasingly sourcing and manufacturing 
in Burope, Latin America, and Japan for sale in the American market. I sug- 
gest that what is now a trickle may grow to a flood which could disrupt both 
production and employment patterns here in the United States. 

Now it seems to me that, if we want to sell in expanding world markets, and 
more importantly if we do not want to see American production and jobs dis- 
rupted by the flight of capital and industry abroad, we are going to have to 
remain competitive in design, quality, costs, and prices with foreign industry. 

Here I want to point out that, whatever our own problems of cost reduction, 
we must be granted full and free competitive access to foreign markets. 

The theory that trade is a two-way street applies just as much to our foreign 
competitors as it does to us. If we are to give free access to the American mar- 
ket to foreign producers with size and efficiency comparable to ours and with 
substantially lower wage costs, we must ask an equally fair crack at their 
markets. 

Five years ago in a speech on world trade, Henry Ford II made this comment: 

“I feel very strongly that our efforts to relax trade barriers will be of real 
value to the world economy only if our foreign friends are equally diligent in 
relaxing their own trade barriers.” 

The great new market that will explode in Western Europe in the next decade 
can give a tremendous boost to trade everywhere, if Europe’s leaders recognize 
their responsibility to encourage the economic progress of the whole free world. 
Let us hope that they will, especially as the common market plan becomes fully 
effective. 

Today, some European countries have tariff and quota barriers so effective, or 
penalties so high, as virtually to exclude all imports of various U.S. manufac- 
tured goods. Take the case of automobiles. 

As you may know, our tariff on imported cars was recently lowered from 10 
percent to 8% percent. We have no quotas or other restrictive devices such as 
currency controls. 

Now consider a 1959 Ford Fairlane 500 Fordor Hardtop, with full optional 
equipment, delivered in Pittsburgh. The suggested list price is about $3,600, 
including State and Federal taxes, although, as in the case of many other prod- 
ucts, it is common knowledge that the actual cost to the customer may be some- 
what lower than the manufacturer’s suggested retail price. If you wanted to 
buy the same car in France, England or Italy, you would have to hurdle barriers 
of severe quota restrictions and heavy cost penalties. 

In France, the delivered price of that car is about $8,200. It includes no less 
than $3,200 of duties, a 40-percent premium for dollars called an equalization 
fee and special purchase taxes. You would also pay an annual use tax of about 
$240. In Italy, it would cost $5,800, with a penalty of $1,400, plus an annual 
use tax as high as $302.50. In England, the price would be about $8,000, with 
the penalty composed of a 30-percent duty and a 60-percent purchase tax— 
which is applied without discrimination, however, to all passenger vehicles. 

As if these formidable barriers were not enough, imports are further limited 
by severe quotas and related devices. France admits only 12,000 vehicles a year 
from all sources, the United Kingdom presently restricts imports from the 
United States and Canada to 650 automobiles per year—even that quota has not 
been filled every year—and Italy admits only a few hundred American cars. 

In fairness, considering past conditions in Europe, it’s not hard to under- 
stand why such penalties have been imposed. Most of Europe’s restrictive de- 
vices were established to protect local industries weakened by war, to conserve 
Scarce dollars for vital purposes and, importantly, as a source of tax revenues. 

I suggest, however, that it is about time to start examining some of these prac- 
tices closely and see if they are all really necessary today. 

Now, I will be frank and say to you that a lot of people argue that even with- 
out such restrictions there would never be any substantial market in Europe for 
American automobiles and other goods. My answer to that is: If we offer no 
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competition, why do many countries try so hard to keep us out? Why shouldn't 
the people who may want to buy our cars and other goods now be able to do so 
without prohibitive penalties? 

As the standard of living grows, as new highway systems spring up all over 
the face of Europe, people will begin to want larger, more comfortable and 
safer automobiles, as well as the many other wonderful laborsaving devices of 
American manufacture. There could very well be a considerable growth of de- 
mand for that kind of product in the future. 

If American manufacturers are deprived of a fair competitive crack at Eu- 
rope’s rapidly expanding markets, the resulting loss of potential sales volume 
will not only be felt by them but by all the other industries that supply them— 
steel, rubber, glass, chemicals, coal and all the rest. 

I would certainly not suggest that our aid to Europe has been pure altruism. 
But I would say that we have been somewhat in the position of a fellow who 
has been watching out for the little fellow next door, and protecting him against 
the neighborhood bully. And suddenly one day we find that the little fellow has 
grown up, and has a good set of shoulders and biceps of his own. And we say: 
Son, the big brother act is over, and from here on out it’s man to man. 

Let us remember, however, that even if we were to achieve perfectly free 
access to world markets, it would do us little good unless we find ways to make 
our costs and, consequently, prices, competitive. This we must do if we are 
to sell in those markets as well as in competition with foreign goods in our own 
U.S. markets. 

How can we keep our manufacturing costs competitive? 

First of all, we can intensify the development and introduction of more ef- 
ficient cost-saving machinery and methods. To do that we must have expanded 
capital investment. And that in turn means that industry must have profits 
adequate to create and attract that capital—profits that are not excessively taxed 
or squeezed to death between the pincers of soaring costs and price resistance. 

Lea‘ers of the steel industry present here tonight have ably championed the 
case for more realistic tax allowances for depreciation and replacement of plant 
and facilities in the steel industry. Broader action in this direction could be 
a fruitful means of improving industry’s competitive problem. 

But ultimately the great problem before us lies in halting the present trend 
toward inflation. 

It is indeed ironic that today many well informed Europeans apparently are 
more concerned about the stability of the American economy and the American 
dollar than they are about their own countrys’ outlook. 

As you all well know, the reasons behind the waning value of the dollar are 
many and complex. All of us are at fault. As a Nation, our people have been 
too ready to take the easy way out of our very difficult problems, too ready to 
tolerate deficit financing of vast governmental expenditures, too ready to go 
along with the idea that a little inflation is a good thing. 

The most insidious single factor of all has been repeated annual wage gains 
in excess of productivity. The fact that corporate employees’ income has in- 
creased substantially in recent years, while prices have gone up, and while 
corporate profits have notably failed to grow, all underlie the situation described 
by Mr. McCloy—the wage-costing of American products out of the world market. 

Ultimately the greatest single problem before us lies in halting this trend. 

Some of our union leaders recently have been suggesting that the solution is 
to go to Europe and Japan and start pumping up the wage scales over there. 
To the contrary, capital is flowing into these countries to the benefit of all their 
economies. I suggest that instead of trying to upset their economies, we con- 
centrate on correcting the deficiencies of our own. 

It seems clear that if the present pattern of inflationary wage increases is 
permitted to continue, the final consequence must be to price ourselves not only 
out of foreign markets—but out of our own markets as well. It must in due 
course lead to a hue and cry for protectionism that would isolate us from the 
world and greatly diminish our leadership and our influence in the struggle for 
world peace. 

Let us hope that the impetus for change will come from an enlightened American 
public that understands the nature of the problem and that acts in its own 
enlightened self-interest. And believe me, it will not understand that problem 
without all the help it can get from industry, from enlightened labor leaders, from 
Government, from our schools and our mass media of communication. It is 
_our mutual job to see to it that everyone is alert to this particular danger. 
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If enough of us recognize this situation now, it is not too late to set a new 
course, to stop the inflationary trend, to hold our own markets and in due course 
to rebuild our dwindling export markets. This may be asking a lot, but I for 
one do not forget the literally thousands of letters we received during our recent 
labor negotiations, many of them from union members and their wives, asking 
us to hold the line against further price inflation, even if it meant giving up 
additional wage increases. People are beginning to see the problem. Let’s hope 
enough of us can benefit by the lessons of the recent past so that, we will not have 
to go through a much tighter wringer before corrective action is finally taken. 

After all, we have everything we need to meet this problem, the talent, the 
intelligence, the rich resources of our Nation’s unparalleled industry and agri- 
culture and raw materials. The American dream lies before us as bright and 


untarnished as ever. We must not let it be stung to death by the wasp of 
wage inflation. 


EpWIN G. Nourse: Masor EcoNnoMIc WRITINGS 
A. BOOKS 
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The meaning of price policy. Quarterly Journal of Economics, February 1941. 
pp. 175-209. 
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American Economic Review, March 1930. pp. 114-82. 


American Economic Review, 


Excerpts From “Price MAKING IN A Democracy,” BY Dr. Epwin G. Nourse 


Prices fall conveniently into three classes, according to the processes by which 
they are arrived at. At one pole is the simple, natural, flexible kind of prices 
that emerge spontaneously in free markets patronized by individual unorganized 
producers and buyers. These we shall call automatic prices, since no individual 
or agency assumes any particular responsibility for them. At the opposite pole 
lies authoritarian price making. Under it, prices do not emerge spontaneously 
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in free markets but are registered by a formal procedure of price fixing. Public 
control undertakes to direct the course of prices as a part of a planned economy. 
This centralizing of power and responsibility holds a strong appeal for some 
minds, but many turn from it with grave apprehension. 

Between these two extreme types of price making lies the middle ground of 
administered prices—those to be found in situations in which the seller is a 
sufficiently important factor in the market and has sufficient control over pro- 
ductive resources to make it possible for him to adopt and carry out a price- 
and-production policy. This area embraces the major part of modern industrial 
life with its large corporate producers, chainstores, trade associations, collective- 
bargaining unions, and cooperative organizations. * * * 

Administered prices, though clearly distinguished from either automatic or 
authoritarian prices, partake of the nature of both. They are like automatic 
prices in that producers with great freedom to make whatever product they like 
on such a scale as they see fit trade in an open market for any price that they 
find acceptable. Administered prices depart from the theory of automatic price 
making in that producers are differentiated as to product, location, or other 
significant factors and in that the individual concern makes a sufficiently large 
percentage of its distinctive articles (with attached services) so that it can 
exercise a price policy and give the policy some degree of force through its 
control of the volume of output. This ability to administer a block of resources 
of significant size under an integrated production and price policy gives many 
large industrial executives a power of control akin to that of a public agency 
engaged in authoritarian price making. 

On the other hand, price administration by private firms is unlike authori- 
tarian pricing in that the corporate executive must operate within the limits of 
a price system in which he must pay wages and salaries that will attract the 
necessary kind of workers and charge prices which will permit the absorption 
of his product and maintain earnings which will preserve his capital, provide 
for its necessary growth, or so fortify his credit rating as to permit necessary 
borrowings. That is to say, he must face the responsibility for his own acts 
within the bounds of his company rather than absorb them in a total economy 
as a political regime may do. 

Corporate price administration is unlike authoritarian price making also in 
that the policies of the several executives do not ordinarily become parts of a 
conscious program of general economic welfare. It is a common fear, based 
on a considerable body of experience, that such solidarity of action as is de- 
veloped, such planning as rival concerns in an industry do exercise, seeks only 
to advance the common interest of the particular group and tends to exploit the 
public. Whether this tendency is inevitable and perhaps cumulative or whether 
there is any factor of self-correction is a matter of great importance to the future 
of private economic enterprise and one which will be examined in some detail 
in succeeding chapters. Clearly, however, the administrative price and pro- 
duction actions of the executives of large manufacturing and commercial cor- 
porations do not unconsciously but dependably achieve the stimulation of 
progress and coordination of effort for the Nation’s economic life. If such results 
are to be attained, it must be through conscious purpose and a sound grasp of 
the nature of economic forces and the business institutions through which they 
operate. Executive responsibility is the keynote of the administered price 
situation. * * * 

The dangers incident to power are not absent from the regime of big business. 
So long as technological necessity and organizational efficiency dictate the re- 
tention of large-scale business units, responsible executives, courting opportuni- 
ties for business development and personal emolument, draw down upon 
themselves a very substantial measure of economid responsibility. They become 
trustees for the preservation of large blocks of capital; for furnishing employ- 
ment for substantial groups of working people identified with that province of 
the economic domain which they undertake to administer; and for the purvey- 
ance to consumers in general of various goods and services in measure com- 
patible with the richness of our natural resources, our working capacities, and 
our willingness to exert ourselves in the supplying of our wants. * * * 

The economic self-interest of universally free individuals no longer acts as an 
invisible hand to guide business on the right way. This guiding hand is stayed 
when the free individual enterprise of the masses is superseded by the group 
enterprise of corporate industry, trade, and finance (Nourse, Edwin G., “Price 
Making in a Democracy,” Brookings, 1944, pp. 9-20 passim). 
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{S. 215, 86th Cong., 1st sess.] 


A BILL To supplement the antitrust laws of the United States by requiring that corpora- 
tions, in industries so heavily concentrated that monopoly or the threat of monopoly is 


present, file advance notice and make public justification before effectuating price 
increases 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Congress recognizes that (1) in- 
flation is undermining the purchasing power of the Nation at a time when both 
the domestic economy and the peace of the world depend in great measure upon 
stabilizing purchasing power, and (2) a few dominant corporations have control 
over the production, the distribution, and the price of basic commodities upon 
which all American economy depends. The Congress believes that inflation will 
be checked if the pricing policies of these corporations are publicly reviewed 
before increased prices may be made effective, and to that end the provisions 
of this Act are enacted. 

Sec. 2. “Commerce”, as used herein, means trade or commerce among the sev- 
eral States and with foreign nations, or between the District of Columbia or 
any Territory of the United States and any State, Territory, or foreign nation, or 
between any insular possessions or other places under the jurisdiction of the 
United States, or between any such possession or place and any State or Terri- 
tory of the United States or the District of Columbia or any foreign nation, or 
within the District of Columbia or any Territory or any insular possession or 
other place under the jurisdiction of the United States. 

Sec. 3. In any line of commerce in which 50 per centum or more of the total 
annual sales in the United States are made by eight or less corporations, includ- 
ing their respective subsidiaries and affiliates, no corporation included in such 
group, and having capital, surplus, and undivided profits in excess of $10,000,000, 
Shall increase the price of its product in such line of commerce until the expira- 
tion of a waiting period of thirty days after delivery of notice of a proposed price 
increase to the Federal Trade Commission, the Attorney General, the Speaker 
of the House of Representatives and the President of the Senate for publication 





4842 ADMINISTERED PRICES 


in the Federal Register and the Congressional Record. Within ninety days 
after the enactment of this law, the Federal Trade Commission shall determine 
the lines of commerce and the corporations to which this section applies, and 
shall make such revisions of its determinations from time to time as the public 
interest requires, and shall publish such determinations in the Federal Register. 

Sec. 4. The notice required to be filed by any corporation pursuant to section 3 
of this Act shall include a description of the commodity or commodities to which 
any increase is to be applied and shall set forth the extent and the proposed 
effective date of such increase. Within thirty days after such notice has been 
given, the Federal Trade Commission shall call a public hearing on the proposed 
increase at which it shall be the duty of the Federal Trade Commission and 
the Attorney General to examine such corporation with respect to the reasons 
for and justifiability of the proposed increase and to take testimony on the im- 
pact of such increase upon competition and the economy of the Nation. At such 
hearing persons desiring to be heard may be allowed to appear and give testi- 
mony either for or against the proposed increase under rules to be prescribed 
by the Federal Trade Commission after consultation with and upon approval 
of the Attorney General. 

Sec. 5. For the purpose of any such hearing the provisions of sections 9 
and 10 of the Federal Trade Commission Act of September 16, 1914, as amended 
(U.S.C., title 15, secs. 49 and 50), relating to the attendance of witnesses and 
the production of books, papers, and documents, are hereby made applicable to 
the powers and duties of the Federal Trade Commission and the Attorney Gen- 
eral under this Act; and the Federal Trade Commission and the Attorney Gen- 
eral may designate examiners or other personnel from their respective agencies 
to administer oaths and affirmations, examine witnesses, and receive evidence. 

Seo. 6. The Federal Trade Commission and the Attorney General shall make 
a joint semiannual report to the Congress, and such additional reports as they 
deem appropriate in the public interest, and shall submit in connection there- 
with their joint or separate recommendations, if any, for additional action. 

Sec. 7. The Federal Trade Commission, after consultation with and upon 
approval of the Attorney General, shall within ninety days after the enactment 
of this Act, establish rules and procedures for the waiver of all or part of the 
waiting requirements in appropriate cases or categories of cases when the Fed- 
eral Trade Commission shall find that the facts are such that the public interest 
does not require a hearing. The Federal Trade Commission, after consultation 
with and upon approval of the Attorney General, may in appropriate cases or 
eategories of cases decline to call a public hearing as required by section 4 of 
this Act, after giving notice to the Speaker of the House of Representatives and 
the President of the Senate that it has declirfed to call a public hearing. 

Sec. 8. Any corporation willfully failing to give the notice required by section 
8 of this Act shall be subject to a penalty of not less than $5,000, or more than 
$50,000 which may be recovered in a civil suit brought by the Attorney General. 
Any corporation which either directly or indirectly boycotts, intimidates, coerces, 
or discriminates against any person by reason of the fact that such person has 
given testimony at any hearing held under section 4 of this Act, and any officer 
or agent of such corporation or any person acting for or employed by such cor- 
poration who shall willfully participate in such action, shall be deemed guilty 
of a misdemeanor and upon conviction thereof shall be punished by a fine of 
not more than $5,000 or imprisonment for not more than one year, or both. 
Any such person who shall be injured in his business or property by reason of 
the action of such corporation in boycotting, coercing, intimidating, or discrimi- 
nating against, may sue therefor in any district in which the defendant resides 
or is found without respect to the amount in controversy and shall recover three- 
fold the damages by him sustained, and the cost of suit, including a reasonuble 
attorney’s fee. 

Sec. 9. There is hereby authorized to be appropriated so much as may be 
necessary to enable the Federal Trade Commission and the Attorney General to 
carry out their respective functions under this Act. 


ANTI-INFLATION BILL INTRODUCED By SENATOR JOSEPH C. O’MAHONEY 


Senator Joseph C. O’Mahoney (Democrat-Wyoming) has introduced a bill to 
put an immediate brake on the forces of inflation. 


The Wyoming Senator said that he is sponsoring the measure “because the 
President in his State of the Union message on January 9 called upon Congress 
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to stop inflation and because the census of manufacturers has shown an amazing 
concentration in the manufacture of essential commodities in daily use through- 
out the country. 

“The bill is designed to stop price increases on basic commodities by requir- 
ing the comparatively few companies which dominate the manufacture of these 
commodities to give advance notice of price increases,” he said. “It will ac- 
complish this by focusing the light of public opinion on rising prices before they 
go into effect, when something can be done about them, instead of afterward 
when the damage has been done.” 


REQUIRES ADVANCE NOTIFICATION OF PRICE INCREASES 


Specifically the bill will require that price increases of commodities 50 percent 
or more of which are produced by eight or fewer corporations must be filed with 
the Attorney General, the Federal Trade Commission, and both Houses of Con- 
gress 30 days in advance of the effective date of the increases. The bill pro- 
vides further that the Federal Trade Commission hold public hearings on the 
proposed increases. 

“T feel certain,” O’Mahoney said, “that this procedure will prove a deterrent 
to companies planning to raise prices unduly, as they will be reluctant to explain 
to the American people, who will have to pay the new, higher prices, their reasons 
for such increases unless these are clearly justified.” 

To prevent any undue hardship in cases in which the increases are clearly 
justified, there is a provision in the O’Mahoney bill that the Federal Trade Com- 
mission, with the approval of the Attorney General, may waive the 30-day 
waiting period. 


PRIVATE ECONOMIC GOVERNMENT IS PRIVATE CONTROL 


“As long ago as 1948, I introduced a similar bill. Such legislation is long over- 
due, it seems to me,” the Senator declared. ‘‘When a few giant corporations can 
fix the prices and the supply for the basic commodities in daily use by 170 million 
Americans—and this is the situation today—it is past time to realize that the 
people of the United States have become the subjects of private economic govern- 
ment over which their Congress declines to exercise any restraining influence 
although it has the constitutional power to do so. 


CONCENTRATION OF ECONOMIC POWER IS EXTREME 


“An analysis of the 1954 Census of Manufactures reveals the amazing degree 
of concentration of economic power in the production of our basic commodities,” 
he continued. “Of the 27 companies which manufacture the $1.8 billion worth of 
tires and inner tubes Americans used in that year, 91 percent were manufac- 
tured by the 8 largest corporations. Eight corporations were responsible for 
more than 99 percent of the cigarettes smoked in the United States that year, the 
other four manufacturers supplying less than 1 percent of the greater than $1¥, 
billion supply. Although 109 companies were engaged in the manufacture of tin 
cans and other tinware, 8 companies produced 88 percent of the supply. And of 
the more than a billion dollars worth of synthetic fibers produced in this country 
in 1954 by 20 companies, 97 percent was manufactured by the 8 largest. Al- 
though 141 companies produced the $1,177,974,000 worth of tractors, the 8 largest 
accounted for 88 percent. There were 267 companies engaged in the manufacture 
of — and glycerin, but the 8 largest manufactured 89 percent of the overall 
supply. 

“Thus it goes,” he said, adding that there is scarcely a commodity in daily 
demand from the building of homes to living in them that is not subject to this 
concentrated control. 

“My proposal to throw the light of public opinion on price increases requires 
no new machinery,” O’Mahoney explained. “The FTC now has the power to con- 
duct investigations of price increases. The only thing new about my plan is that 
the hearings would be held before profiteering takes place and not afterward, 
when it can do the people no good.” 


ECONOMIC COLLECTIVISM LEADS TO POLITICAL COLLECTIVISM 


Commenting that Congress “has not hesitated” to enforce a cooling-off period 
on organized labor, which under the Railway Labor Act and the Taft-Hartley Act 
may not sell its commodity for the price ‘t demands until a certain period of time 


4844 ADMINISTERED PRICES 


has elapsed, the Senator maintained, “If we can freeze the wages of labor cer- 
tainly we can freeze the prices at which concentrated business organization sells 
its products, particularly when the public interest demands that Congress halt 
inflation. 

“These corporations which dominate—which control—our economic life are 
collective institutions managed, not by their owners, the stockholders, but by 
hired executive managers,” he went on. “They are setting the pattern for 
political collectivism, and unless Congress acts to stop this concentration of 
economic power the battle to prevent political collectivism in the United States 
will be on us before we know it.” 

O’Mahoney pointed out that the measure he is suggesting is “a perfectly con- 
stitutional proposal.” 

“The men who drafted the Constitution of the United States gave to Con- 
gress the power to regulate commerce,” he said. “This power does not belong to 
the President. It does not belong to the courts. It belongs to Congress, and 
if the Members of Congress choose not to exercise this power, they will not only 
be abandoning the people to the profiteers but they will be abandoning their 
constitutional duty to protect a democratic economy in a democratic system.” 


SENATOR KEFAUVER’S LETTER TO THE PRESIDENT AND REPLY 


May 22, 1958. 
The PRESIDENT OF THE UNITED STATES, 


The White House, Washington, D.C. 


DEAR Mr. PRESIDENT: I was impressed with the talk you made in New York 
night before last, which I watched over television, and in which you very strongly 
made the point that prices are indeed a problem in the present economic condi- 
tions and cannot continue to rise and that industry, as well as labor, has a 
responsibility of holding the price-wage line. 

I want to present to you a plan designed to curb these increases in accordance 
with your own analysis of the situation—an analysis, incidentally, in which I 
believe nearly all Americans will concur. 

Let us discuss this plan specifically as it would pertain to one industry—steel— 
which is so basic to all our economy. On or about July 1 the steel industry plans 
to raise its prices. Three steel companies have already announced their inten- 
tion to raise prices on that date. Reporting on a poll among steel producers, the 
trade magazine Steel stated on May 12 that steel prices will probably rise $4 to 
$6 per ton on July 1. Part of the increase will be traceable to the added costs 
arising from the provisions of the 3-year contract between the steel companies and 
the United Steelworkers of America. 

If the past is to provide any clue to the future, it is reasonable to anticipate 
that the price increase will be at least twice the rise in costs resulting from the 
wage increase. This is the conclusion reached by the majority of the Senate 
Subcommittee on Antitrust and Monopoly on the basis of its extensive inquiry 
last year into administered prices in the steel industry. 

But in today’s economic conditions a price increase in steel, even if no more 
than the amount actually required to cover the wage increase, would be too 
much. Ina time of large and growing unemployment, substantial excess capacity, 
and significant underconsumption, it is unthinkable that the Nation’s basic 
materials industry should be planning to institute another price increase. It is 
equally unthinkable that labor would insist upon wage increases that are in 
excess of productivity gains and require increases in prices. The key to ending 
the recession with its mounting unemployment is increased demand for goods 
and services. Obviously, demand cannot increase if prices, regardless of the 
cause, continue to rise. 

Consider the prospects if steel prices actually are increased. First, there will 
be higher direct costs to steel buyers. The Subcommittee on Antitrust and 
Monopoly found that the July 1957 steel price rise increased the direct cost of 
steel shipped by some $540 million a year. Moreover, by the time it reaches 
the ultimate consumer, the increase is considerably greater since it tends to 
pyramid. This results from the efforts of producers and distributors at each 
stage of the flow from the steel mill to the final consumer to raise prices by 
amounts sufficient to cover not only the higher steel costs to themselves, but also 
to preserve their customary percentage margins. 
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With the increase in steel prices, and in machinery, parts and components 
made of steel, the producers of consumer goods, including automobiles, may be 
expected to raise their prices. The ultimate effect, of course, will be to reduce 
consumption, particularly in durable goods where most of the recession is cen- 
tered. With reduced consumption, production and employment will fall to even 
lower levels. The singular paradox of this downswing will become even more 
striking—increasing prices accompanied by falling output and jobs. 

The steel industry is currently operating at approximately 50 percent of capac- 
ity. As against an estimated annual capacity of 9 to 10 million cars, current 
estimates place automobile output this year at only 4.2 million cars, or below 
50 percent of capacity. Substantial decreases in production as a percent of 
capacity have occurred in other durable goods industries as well. Low as they 
are, these operating rates can sink to even lower levels if the prices of goods 
to consumers are increased, as will most certainly take place if the price of steel 
is advanced. 

Clearly, the time for action is at hand. Steps must be taken to prevent the 
announced increases in steel prices from taking effect. A situation which is not 
too hopeful at best must not be allowed to deteriorate. According to a recent 
survey of consumer buying intentions conducted by the National Bureau of Eco- 
nomic Research, plans to buy new cars were 20 percent lower in April than they 
had been last October. Moreover, intentions to buy major consumer durable 
goods, such as ranges, refrigerators, TV sets, freezers, etc., dropped on the aver- 
age by more than 10 percent. If prices of these products are raised, the declines 
in actual purchases can be expected to be even greater than is indicated by 
this survey. 

I realize that there is no statutory authority for the establishment of manda- 
tory price and wage controls. Neither am I advocating any such authority at 
this time. But there are steps stopping short of mandatory controls which can 
be taken, and indeed, have been taken in the past with a considerable degree of 
success. I am referring to voluntary measures of one type or another. Their 
use has been strongly urged by noted economists appearing before our subcom- 
mittee and other committees of the Congress. 

An often-overlooked fact of history is that between August 1939 and February 
1942 all of the price-restraining efforts by the Government were on a voluntary 
basis. By the time that the Price Control Act was passed in early 1942 the 
prices of many basic industrial commodities, including steel, had already been 
successfully stabilized by voluntary action. The success of the program is at- 
tested by a comparison of price increases in those industries where the voluntary 
measures were applied with the increases that occurred during the comparable 
period before World War I. Thus between July 1914 and November 1916 the list 
price of steel rose 103 percent; during the comparable 28-month period between 
August 1939 and December 1941 it advanced only 2 percent. The increase in 
the earlier period for nonferrous metals was eight times that of the latter period. 
In chemicals and allied products it was four times greater; in fertilizer mate- 
rials nine times greater. 


Among the specific voluntary measures taken, all of which are available for 
use at this moment, were: 


(1) Informal conferences between an industry’s leaders and Government 
representatives. 


(2) Public requests to an industry to abstain from making a proposed 
price increase. 

(3) The issuance of brief summary analyses of an industry’s prices, 
profits, and production indicating generally whether a price advance is 
required, and, if so, its approximate extent. 

(4) The issuance on a voluntary basis of suggeste1 price ceilings. 

(5) Efforts to persuade labor that for the welfare of the economy they 
should hold the wage line and avoid inflationary wage increases. 

The only force behind these measures would be public opinion, but that it is a 
force to be reckoned with. Our large corporations, such as the big steel and 
automobile companies, which spend many millions of dollars each year in culti- 
vating public opinion, do not disregard it lightly. Once the people have the facts, 
their enlightened awareness can be as powerful as any statute in preventing 
unjustified price and wage increases. 

In addition to the experience of 1940-41, there are other preeedents for a pro- 
gram of this type. At the request of the House Appropriations Committee in 
1919, the Federal Trade Commission made studies of costs, prices, and profits 
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in particular industries, the specific purpose of which was to provide a solid 
basis for the evaluation by Congress and the general public of the propriety of 
price increases. The Federal Trade Commission has the authority to secure and 
issue the same type of information today. Again, in 1947, when there were great 
shortages of consumers goods and gray markets existed on a widespread scale, 
a program of voluntary requests to industry to hold the price line was instituted, 
again with a fair measure of success. 

The precedents are ample. The need is great and growing. High and increas- 
ing prices are seriously aggravating the downturn which started last fall and 
shows no real signs of abating. The economy cannot stand the further decreases 
in consumption which will result from further increases in prices and wages. 

I have every hope and belief that a program designed to stabilize prices through 
voluntary means will receive the full cooperation of labor. If labor organiza- 
tions were to persist in demands which exceed productivity gains and require 
significant increases in prices, the spotlight of publicity should be turned on them. 

The recommendation for action which I have outlined in this letter has grown 
out of the voluminous testimony and evidence presented to the Senate Subcom- 
mittee on Antitrust and Monopoly in its inquiry into administered prices. The 
material presented in these hearings makes it obvious that large corporations, 
such as the major steel and automobile producers, have the power, in effect, to 
set aside the law of supply and demand. Because of the immense consequences 
of their decisions, the managers of these huge corporations must be made force- 
fully aware of their responsibilities to the public interest. A voluntary price- 
wage stabilization program would accomplish that objective. 

From my study of the causes of the present recession, I am satisfied that much 
of present-day buyer resistance stems from a lack of confidence in the future, 
and, in turn, this lack of confidence comes from the large number of unemployed. 
It seems logical to believe that the large number of laborers now employed, at 
high wages, might very well be curtailing purchases because many of their fellow 
employees have been laid off and are presently out of a job. 

I have talked with the heads of several large corporations recently who indi- 
cated a willingness on their part of entering into a voluntary program of rehiring 
laid-off employees. I have talked with some important leaders of labor who have 
expressed sympathetic interest in this plan. I believe that your appeal to labor 
to hold the wage line would receive a favorable response. 

According to the Fortune Directory, the 500 largest industrial corporations 
in 1956 had 8,793,347 employees. Allowing for the decrease in economic activity, 
it is reasonable to assume that they employ 8 million employees today. If each 
of these 500 corporations were to increase its employment by 5 percent the 
increase in total employment would obviously be about 400,000. This many peo- 
ple being put to work would go far towAfrd a restoration of confidence and thus 
help in getting the recession behind us. 

It is my belief that you should hold a meeting, jointly or separately, of indus- 
try and labor leaders in Washington, present such a plan to them and appeal to 
them for their support. There is an obligation on the part of both business and 
labor to make some present sacrifices in order to protect their own futures. This 
is just good commonsense. Our industrial leaders should be able to see that an 
investment in employment will prove as profitable in the long run as an invest- 
ment in plant and equipment. Labor should recognize that it has an equal stake 
in stabilizing the economy to insure its continued growth and expansion. The 
Federal Government would be participating to the extent of 52 percent of any 
additional payroll costs pumped into the economy in the event industrial losses 
were reflected therefrom. If you are interested in this plan I will be glad, on 
my own, and on a confidential basis, to work with whomever you designate in 
talking with such leaders in the belief that a sufficient number of them will 
cooperate to insure the success of the meeting called by you of business and labor 
leaders. 

As President, if you would appeal to the heads of industry to voluntarily hire 
at least for a trial time some percentage (say 5 percent, for example) 
based on their payroll, such appeal might very well be successful. Such an 

appeal to industry, if coupled with a public statement to the people that you 
intended to use the full powers of your office to stop inflation, higher prices, 
and higher wages, I am sure would do much to remove the psychological block 
now existing in buyers’ minds. Public confidence must be restored because the 
recession feeds on a waning of public confidence as a counterpart to reduce buy- 
ing power resulting from unemployment and reduced income. 
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This letter is written not in my capacity as chairman of the Subcommittee 
on Antitrust and Monopoly, but as an individual Senator, Under the separation 
of powers laid down by the Constitution, a Senator can investigate, introduce 
bills, and consider legislation. I have endeavored to perform each of these 
functions to the best of my ability. 

But the real initiative for positive measures to cope with the problem must 
come from the executive branch of the Government, and specifically from the 
President. In outlining this program to deal with the price, wage, and produc- 
tion phases of the recession, I have endeavored to be practical and constructive. 
I hope that my suggestions may receive your favorable consideration. I feel 
that it is imperative that immediate action be taken on some plan of this type 
to implement the worthy objectives outlined in your address to the Nation. 
Very respectfully yours, 


Estes Keravuver, U.S. Senator. 


THE WHITE Hovusks, 


Washington, June 3, 1958. 
Hon. Estes KEFAUVER, 


United States Senate, Washington, D.C. 


DEAR SENATOR KEFAUVER: I have read carefully your letter of May 22 dealing 
with the wage-price problem as it bears on the current economic situation. I 
want to thank you for setting forth your views so fully and clearly on this 
important matter. 

The general approach developed in your letter has, as you know, been the sub- 
ject of much thought and discussion both in and out of Government. Use of 
the labor-management conference idea, in any of its various forms, under certain 
circumstances might well be productive of good results for the parties at direct 
interest, as well as for the economy as a whole. It is hard to generalize about 
such a procedure. One must judge, I suppose, each possible use on its merits. 

With respect to the wage-price problem as it has been emerging in the last 
year or two, I have on one occasion after another pointed «ut the public in- 
terest in the private settlements negotiated in key industries. As you indicate in 
your letter, most recently I undertook to do so in my address on May 20 in 
New York City before the Economic Mobilization Conference of the American 
Management Association. It is my judgment that I can best discharge my re- 
sponsibility in this matter by continuing on the course I have set rather than by 
adopting the public conference approach. I realize the possible advantages of 
the public conference approach, but I am also conscious of its obvious hazards. 
I do want you to know, however, that I intend actively to continue my efforts 
toward the end of fostering, in every useful way I can, a wage-price policy in the 


national interest. I welcome your help in this endeavor and that of every other 
American. 


With kind regards. 
Sincerely, 
Dwicut D. EISENHOWER. 


[From the Washington Post and Times Herald, Jan. 16, 1959] 
HERESY IN ECONOMICS 
LACK OF REVERENCE APPEARS GENERAL 


(By Bernard D. Nossiter) 


If President Eisenhower, Budget Director Maurice H. Stans, Commerce Secre- 
tary Lewis L. Strauss and Treasury Secretary Robert B, Anderson had gone to 
Chicago over Christmas week, they would have been mighty upset. 

For there, the American Economic Association held its annual meeting. And 
this normally sedate academic body found heresy running rampant in the ranks. 
As Professor Ben W. Lewis of Oberlin College observed in a paper, “Recent years 
have witnessed the display of some questionable manners toward persons in 
HIGH PLACES.” 

The capitalization is the professor’s own. He was talking about the economic 
behavior of the citizenry—“‘When in due course we are admonished in the name 
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of our way of life to stem the flood of inflation by spending less than we want to 
spend, we wave our checkbooks; and when we are admonished to break the bonds 
of recession by spending more than we are inclined to spend, we sit on our hands. 
All of this is very disrespectful to those in high places and may very well lead 
to dire consequences.” 

But his comments about a lack of reverence were equally applicable to his 
fellow sages. 

For example, Robert J. Lampman of the respectable National Bureau of Eco- 
nomic Research was making statistical hash out of the “People’s Capitalism” idea, 
His complicated tables boiled down to findings that: 

In 1953, the wealthiest 1 percent of the population owned about 30 percent of 
all wealth, at least 90 percent of all common stocks and virtually all State and 
local government and corporate bonds. 

The richest group increased its share of all stocks from 70 percent in 1949, 58 
percent in 1929 and 61 percent in 1922. However, the top group’s holdings of all 
assets did decrease some from 1922, thanks to the widespread ownership of con- 
sumer goods (like TV’s, autos, refrigerators and the like). 

John Blair, the iconoclastic thinker for the Senate Antitrust Subcommittee, was 
almost as disturbing. He concluded that no matter what, prices in the big con- 
centrated industries (oil, steel, autos, aluminum and others) go up. 

In depression, Blair figured, the producers cut output and hold prices steady 
because they figure a reduction won’t generate enough offsetting extra demand; in 
prosperity, they go up for obvious reasons, although not as much as in highly com- 
petitive industries; in between times, like now, when plants are running well 
under capacity, they still go up. 

This, Blair contends, results from: a cost push by big unions seeking higher 
wages; the rising costs of nonprice competition (money spent on advertising to 
make similarly priced products seem different and model changeovers to make 
similarly priced items actually different) ; the drive by industrial giants like 
General Motors and United States Steel to earn a “target” rate of return on their 
investment (so that when demand falls, prices have to be increased to hit the 
“target” with a smaller output) ; and the fear by the lesser giants—Ford, Bethle- 
hem—that if they don’t raise prices to meet the leaders, the leaders will drop 
back to meet them and nobody will win. 

Another, Prof. John P. Lewis, of Indiana University, said this is nothing to 
get very upset about. 

“We are not wrestling with sin,” the professor said, but “a plodding inflation” 
that stems from the nature of our economic institutions. He is much worried 
about the concentrations of power that are flowing to giant companies and unions. 
He wants some device to make their wake and price decisions more accountable 
to the general public. 

The antitrust approach, he concludes, is a waste of time. He suggests some 
form of government intervention before the key price-wage decisions are made. 
Lewis (John P.) warns against Government’s trying direct orders, since the 
producer groups are political as well as economic power centers and the Govern- 
ment is in some respects an agent confronting its political superiors. 

Lewis (Ben W.) also takes a dim view of antitrust, or making little ones out 
of big ones, as politically absurd and historically fantastic. “Big business is here 
to stay,” he observes, and we are being taught to love it. 

He says this of the large corporations: “Tutored by its attorneys, bathed, 
barbered, and cosmeticised by Madison Avenue, nourished and sanctified by war 
and cold war, and enthroned by public opinion, which sees only goodness in 
bigness that is well-mannered and well-behaved, bigness exhibits the supreme 
confidence and gracious assurance that bespeak stature, status, and a clear 
conscience. Bigness was once the bad boy in Sunday School; now it sits in the 
vestry. It may not yet have acquired a full-sized soul, but the contract has been 
let and the press has been alerted.” 

The trouble with these fellows, an orthodox economist might say, is that they 
don’t tend to their knitting. They are squeezing political science, sociology, 
psychology, empiricism and all kinds of alien thought into what used to be a 
nice, specialized little discipline. In the good old days, our man might say, 
economists talked only to economists and nobody else either listened or undet- 
stood what they were saying. 
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[From the Washington Post and Times Herald, Jan. 20, 1959] 


“CORPORATE SYNDICALISM”: PoLiTIco-EcoNoMic T1iz SEEN EMERGING BETWEEN 
Bia BusINEss AND Bia UNIONS 


By Bernard D. Nossiter, staff reporter 


The faint outlines of a new politico-economic structure are beginning to emerge. 
Blurred images are showing up in the paper and talks, private and public, of 
some of the most original minds in the corporate, union and academic worlds. 

These people are talking about a kind of sophisticated collaboration between 
big business and big unions. For public consumption, none of them are putting 
it quite that way. Nothing concrete has happened yet. But the drift is clear, 
and several academics are hard at work studying its meanings. 

The movement is so embryonic, it doesn’t even have a name. A working tag- 
line, supplied by John Blair, of the Senate Antitrust Subcommittee, is ‘corporate 
syndicalism.” 

Its most outspoken exponent is Arthur Goldberg, the general counsel for the 
United Steelworkers and special counsel to the AFL-CIO. He would shudder at 
the “corporate syndicalism” tag but several scholars believe this is the implica- 
tion of his important speech last November. 


CRITICIZED BOTH SIDES 


Goldberg then criticized both labor and management for taking an increasingly 
harder line. He proposed a regular meeting place such as the United Nations 
General Assembly, where leading corporate and union figures could discuss major 
economic and social issues away from the heat and short-range objectives sought 
at a bargaining table. 

His stated purpose was to reduce the friction that now exists rather than get 
agreement as such on long-range goals. 

Some economists think the area of agreement is much larger than the passion- 
ate words hurled from mimeograph machines would suggest. For example, these 
economist contend that the big unions (steel, autos) get round after round of 
wage increases which the big corporations pass on (and then some) in the form 
of higher prices. 

According to the textbooks of classical economics, society’s interest is best 
served by every unit pursuing its own self-interest. The academics, in an age 
of big business and big labor, have long since rejected this notion which assumes 
only small units. 

The new thinkers have reached tentative agreement on these points: 

The key economic and political centers are big business and big unions. They 
won’t offset each other, as John Kenneth Galbraith suggested in his countervail- 
ing power theory, but are more likely—in the long run—to reinforce each other. 

For a variety of economic reasons, they will continuously push up prices 
and wages. 

This means an ever-rising price level which is hard on those with fixed incomes 
but is not a major disaster. (There are some dissenters here who think that 
this way lies perdition. ) 

Even if this is not calamitous, it is troublesome. And it has some discouraging 
implications for a society that wants power dispersed or controlled. 

The antitrust treatment is of marginal help at best. As applied to business, 
it hasn’t slowed the drive toward concentration. At worst, it may create in- 
efficient organization. 


NOT MUCH HEADWAY 


Goldberg’s suggestion of a regular conference has not made much headway 
with leading union figures. The idea of Chairman Frederick G. Donner of General 
Motors amiably discussing long-range goals with Walter Reuther of the United 
Auto Workers sounds fantastic. But Goldberg has found some sympathetic 
listeners among sophisticated financiers. 

In the current Saturday Review of Literature, Meyer Kestnbaum, former aide 
to President Eisenhower and the president of Hart, Schaffner & Marx, writes: 

“I would question whether business has done all it can in encouraging 
responsible leadership on the part of the trade union movement. The inevitable 
play of pressures and resistance have somehow made this a tussle in which there 
appears to be conflicts of interest when, as a matter of fact, wise businessmen 
and wise labor leaders recognize that there is no real conflict of interest.” 
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Suspicious academics are worrying about this soft sell. To put it bluntly, 1 
they fear the general public is being ganged up on. 

Their solution is some form of Government or public intervention before key 
wage and price decisions are made. They shy away from direct controls as 1 
unworkable except in wartime. But they want the public interest directly repre- 
sented in some way more meaningful than after-the-fact congressional investi- I 
gations or appeals from the White House. I 

There is even a little stirring on Capitol Hill to embody this notion. Senator 
Joseph ©. O’Mahoney (Democrat, Wyoming) has introduced a bill requiring 
advance notice and public review of important price increases. It would cover 
all corporations with a net worth of $10 million or more engaged in any industry 
where § firms or fewer accounted for 50 percent or more of the industry’s yearly B 
sales. The review would be conducted by the Federal Trade Commission which 
could not prevent but only examine the reasons for the price boost. 

Another bill, sponsored by Senator Joseph 8S. Clark (Democrat, Pennsylvania) E 
and Representative Henry C. Reuss (Democrat, Wisconsin) would require the 
President’s Council of Economic Advisers to hold public hearings and make C 
recommendations on planned wage and price increases which appear to seriously 
threaten economic stability. pe 

Senator Estes Kefauver (Democrat, Tennessee) proposes a Department of 
Consumers. He doesn’t spell this out, but his thinking is known to be that this D 
agency would review in advance key wage and price increases. He prefers a 
new agency rather than existing bodies to insure that the general public, rather 
than just special interest groups, have an advocate. 

None of this proposed legislation has as much chance of passage now as a N 
snowball in Washington’s July. But as corporate syndicalism emerges from the Si 
Shadows, the search for methods of harnessing it for the public welfare may 
well become a major task. 

WALTER ADAMS: MAgor ECONOMIO WRITINGS 
1. BANKS AND REPORTS A 
Monoply in America—The Government as Promoter. New York, Macmillan. 

1955. 221 p. At 
Readings in economics; principles and problems. New York, Macmillan. 1953. 

520 p. Ar 
The Structure of American Industry; some case studies. Revised edition. | 

New York. Macmillan, 1954. 590 p. A] 
Trucking merger, concentration and small business: an analysis of Interstate Ca 

Commerce Commission policy 1950-1956 by Walter Adams and James B. 

Hendry. Prepared for U.S. Congress. Senate Committee on Small Business. Co 

Washington, U.S. Govt. Print. Office, 1957. Ee 
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The Aluminum Case: legal victory-economic defeat. American Economic Re- 1 
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Economics, November 1953, pp. 469-92. Int 
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and Caroline F. Ware. 
Harcourt, Brace, 1936. 244 p. 

U.S. Department of Agriculture. Industrial prices and their relative inflexi- 
bility: a report by Gardiner C. Means. Washington, U.S. Government Printing 
Office, 1935. 38 p. 

U.S. National Resources Committee. The structure of the American economy. 
Washington, U.S. Govt. Print. Off., 1939-40, vol. 1., “Basic Characteristics,” pre- 

pared under the direction of Gardiner C. Means. 

U.S. National Resources Committee, Industrial Committee. Patterns of resource 
use. A technical report prepared under the direction of Gardiner C. Means. 
Washington, U.S. Govt. Print. Off.,1939. 149 p. » 

Supplement by Gardiner C. Means. Washington,1941. 44p. 


The modern economy in action. New York, 





B. ARTICLES IN THE AMERICAN ECONOMIC REVIEW, JOURNAL OF MARKETING, AND 
QUARTERLY JOURNAL OF ECONOMICS 


Big business, administered prices, and the problem of full employment. Journal 

of Marketing, April1940. pp. 370-78. 

Consumption and investment propensities: comment. American Economic Re- 
view, March 1953. pp. 146-8. 

and Adolf A. Berle. Corporations and the public investor. American 
Economic Review, March 1930. pp. 54-71. 

Diffusion of stock ownership in the United States. Quarterly Journal of Eco- 
nomics, August 1930. pp. 561-600. 
Growth in the relative importance of the large corporation in American 
economic life. American Economic Review, March 1931. pp. 10-42. 

Notes on inflexible prices. American Economic Review, March 1936. pp. 23-35. 

Stock dividends, large-scale business and corporate savings. Quarterly Journal 
of Economics, May 1931. pp. 536-40. 
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1943. 36 p. . HC106.4.A6356. 

Atkins, Willard Earl, Robert A. Brady, Corwin D. Edwards, et al. The eco- 
nomics of modern life, New York, R. L. Fisher, c1928. 

Antimonopoly policy during rearmament, American Economic Review, Papers 
and Proceedings, May 1952 : 404-17. 

Appraisal of the antitrust laws, American Economic Review, May 1946: 172-89. 

Can the antitrust laws preserve competition? American Economic Review, 
March 1940: Sup. 164-179. 

Concentration of power demands new controls, Rotarion, Oct. 1950: 19++. 

Economic and political aspects of international cartels. A study made for the 
Subcommittee on war mobilization of the Committee on military affairs, U.S. 
Senate, Washington, U.S. Government Printing Office, 1944. 82 p. HD2731.E3. 

Effect of recent basing point decisions upon business practices, American Eco- 
nomic Review, Dec. 1948 : 828-42. 

The first international working men’s association, Ithaca, N.Y., 1928. 6 p. 
Abstract of thesis (Ph. D.), Cornell Univ., 1928. HX11.15H3.1928. 

International cartels as obstacles to international trade, American Economic 
Review, March 1944: Sup. 330-9. 

Maintaining competition, New York, McGraw-Hill, 1949. 337 p. HD3616.U47E4. 

Marketing, Annals of the American Academy, May 1934: 26-9-+-. 

The Place of the Antitrust Laws in the Revival of Building, address before Real 
Estate Board of Baltimore, Md., Jan. 4, 1940. 

The possibility of an international policy toward cartels, Jn A Cartel Policy for 
the United Nations, Corwin D. Edwards, ed., New York, Columbia Univ. Press, 
1945. 124 p. HD2731.H28. 

Pricing processes and policies, Annals of the American Academy of Political 
and Social Sciences, May 1940: 108-121. 

Public policy toward restraints of trade by labor unions: an economic appraisal, 
American Economic Review, March 1942: Sup. 482-48. 

Relation of price policy to fluctuations of investment, American Economic Re- 

view, March 1938 : Sup. 56-68. 
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Report of the subcommittee on consensus and recommendations as to association 
policy, biblio., American Economic Review, May 1946 : 832-41. 

Restraints in Building Codes, Central Housing Discussion Papers, G: 1940 
Series. 

Thurman Arnold and the antitrust laws, Political Science Quarterly, Sept. 1943: 
338-55. 

Varieties of patent legislation, U.S. Department of State, June 15, 1944 
(mimeo.). 

Big business and the policy of competition. Cleveland, Press of Western Reserve 
University, 1956. 180 p. HC1065.B38, 


STATEMENT ON Utinity Stocks spy Dr. Water S. ADAMS 


The following is taken from Dr. Adams’ “Reply” in the “American Economic 
Review,” volume 42, December 1952, pages 898-899 : 

“4. Haperience under the Public Utility Holding Company Act of 1985. The 
evidence indicates that the dissolution proceedings under this act did not 
preclude the optimum utilization of existing technology nor precipitate the fatal 
loss of efficiency which had been widely predicted prior to the law’s passage. 
While the statistics are by no means conclusive, they do show that—in most 
cases—efficiency after dissolution was increased, and that this increase was 
reflected in the security values of those operating companies which were di- 
vorced from their parent organizations. That investors have benefited—pri- 
marily as a result of various dissolution proceedings—is perhaps most graphi- 
cally demonstrated in the table at the top of the next page. That consumers 
have simultaneously benefited from a decrease in utility rates (which occurred 
despite constantly rising operating costs) is eloquent testimony to the wisdom 
and success of the dissolution program in the utility field. Here certainly is one 
industry where a substantial amount of deconcentration has not produced the 
decline in operating efficiency which management spokesmen had expected and 
feared.” (See report of the SEC to the Senate Small Business Committee, “The 
Public Housing Utility Holding Company Act of 1935,” 82d Cong., 2d sess., 1952.) 


TABLE I.—Percentage increase in market value of common stock of certain 
public utility holding companies between date of registration under the Public 
Utility Holding Company Act of 1935 and Sept. 34, 1951+ 


Percent of increase from registration date 
to Sept. 24, 1951 


Name of holding company Dow-Jones 
Market Dow-Jones composite 
values of utilities averages 
common averages 3 (rails, 
stocks 2 utilities, 
industrials) 


. American Power & Light Co . 181.9 
. Columbia Gas System, Inc ‘ 124.8 
Commonwealth & Southern Corp . , 192.3 
. Electric Bond & Share Co. . 191.5 
. Electric Power & Light Corp. 51. 5 193. 1 


. Engineers Public Service Co. fi Q ) 
. Middle West Corp......-.-... . 8 ; 80.1 
. National Power & Light Co_.......... 

. Niagara Hudson Power Corp 

. North American Co. 

. United Corp 

. United Gas Improvement Co 


DOWN MO Rosh 


1 Source: SEC Report, op. cit., p. 21, 

2 The figures in these columns include the capital distributions of cash and portfolio or holding-company 
securities, taken at closing prices as at Sept. 24, 1951, made to the holders of the common stocks of the holding 
companies listed herein. 

3 The figures for percentage increase in the Dow-Jones averages (in this and the next column) are different 
for the different holding companies because the companies listed here registered under the Act on different 
dates. No intercompany comparisons should, therefore, be made. 
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LETTER FroM Dr. EDWARDS ON GOVERNMENT POLICIES AND COMPETITION 


THE UNIVERSITY OF CHICAGO, 
THE ScHOOL or BUSINESS, 


Chicago, Ill., January 29, 1959. 
Senator Estes KEFAUVER, 


Senate Office Building, Washington, D.C. 


My Dear SENATOR Keravver: During my recent testimony before the Anti- 
trust Subcommittee you asked me to think further about the question of assign- 
ing to some appropriate authority a high-level responsibility for the success of 
the policy of competition and to send you any suggestions that I might develop. 
This letter is an attempt to respond to that request. 

If a Government department or other form of high-level Government agency 
concerned with consumer problems should be established, as you indicated is 
being contemplated, it seems to me that such an agency would be an appropriate 
one to carry responsibility for administrative aspects of the policy of com- 
petition. Such a plan would, of course, mean that this agency might often 
find it necessary to consider the competitive aspect of matters lying within 
the jurisdiction of the Departments of Agriculture, Labor, Commerce, and the 
Treasury and various ones of the regulatory commissions. Much of its work 
would consist in conducting interagency negotiations, such as those which now 
take place from time to time between the Departments of State and Agriculture, 
the Department of Justice and the Interstate Commerce Commission, and so 
forth. The plan would, however, meet two essential needs: First, that some- 
one would be responsible for thinking broadly about the impact of Government 
policy upon competition, and second, that where objectives of Government policy 
came partially in conflict there would be someone to act as spokesman for the 
competitive objective. 

If there should be no such consumer agency, it might be possible to assign 
this kind of function to the Federal Security Agency, thus enlarging that body 
into something broadly representative of the consumer. This course of action 
seems to me to have the drawback that the vast financial operations of that 
agency probably would overshadow anything else that might be assigned to 
it and that the scope of its bookkeeping operations would be such as to make 
it difficult for those in charge to maintain the detachment and concentration 
upon policy issues that is needed for the job in question. 

A third possibility oceurs to me, which might be used if the Congress wished 
to experiment with high-level responsibility for the competitive policy in a way 
more modest and tentative than those mentioned above. This would be to 
establish in the Council of Economic Advisers a person—possibly even an 
office—specifically charged with advice as to ways of making the competitive 
policy effective and to amend the underlying legislation so as to place more 
emphasis upon the giving of such advice. As you know, the council now has 
some shadowy responsibilities in this field and has made a few very limited 
attempts to work in it. To assign responsibility here would fit neatly into the 
President’s suggestion that maintenance of a stable price level should be made 
an important part of the Council’s duties. It would convert that suggestion 
from one concerned primarily with Government finance to one concerned also 
with price-raising aspects of business administration and with the Government 
policies related to these. If successful, it would mean that the President had 
available a comprehensive analysis of the status of the competitive policy of 
the Government and of the bearing of various governmental activities upon 
that policy. It would mean that someone with access to the White House would 
be able to speak for competition where the competitive policy was partially 
in conflict with the policies of various Federal agencies. It would, of course, 
have both the advantages and the drawbacks that have become familiar in 
other situations in which the advice of the Council runs counter to the program 
of a Federal agency. 

Yours very truly, 
Corwin D. Epwarps. 
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